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Preface
In May 1986 the Special Committee on Standards of Professional Conduct
for Certified Public Accountants (hereinafter referred to as the Anderson com
mittee after its chairman, George Anderson) issued a report entitled Restruc
turing Professional Standards to Achieve Professional Excellence in a
Changing Environment. In response, the AICPA Board of Directors, in July
1986, established implementation committees to consider members’ comments
on the Anderson committee report and to develop a detailed plan for the adop
tion of its recommendations. That plan is presented in this report.

BACKGROUND
The Board of Directors appointed the Anderson committee in October 1983
to study the relevance and effectiveness of professional standards in today’s
social and business environment. Over a period of two and one-half years, the
Anderson committee considered the standards in the context of the profession’s
changing economic, social, legal, and regulatory climate. In light of that study,
the committee (1) evaluated the relevance of the present ethical standards to
professionalism, integrity, and commitment to both quality service and the pub
lic interest; (2) assessed the Institute’s appropriate role in establishing and
achieving adherence to professional standards; and (3) developed a series of farreaching recommendations for action.
The final report of the Anderson committee was presented to Council in May
1986. Council authorized distribution to the AICPA membership and others for
comments and also approved a schedule for the future consideration and imple
mentation of the report’s recommendations.
The Anderson report recommends that substantial changes be made in the
way the profession establishes and achieves adherence to its performance stand
ards, including all of the technical and ethical standards and rules governing the
performance of certified public accountants. Those recommendations are as
follows:
1. Restructure the Institute’s Code of Professional Ethics to improve its rele
vance and effectiveness.
2. Provide guidance to practitioners in making judgments regarding both the
scope and nature of services and adherence to professionalism.
3. Establish a practice-monitoring requirement for members in public prac
tice to improve the quality of service and to restructure the existing disci
plinary procedures for members who fail to comply with performance
standards.
4. Establish AICPA membership requirements for both continuing profes
sional education (CPE) and the basic education to enter the profession.
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The Anderson committee believed that these initiatives would make perform
ance standards more effective in improving the quality of services as well as
more responsive to the changing professional environment and to public expec
tations.
The plan of implementation covers all these initiatives. It generally conforms
with the Anderson report proposals, except for certain modifications in imple
mentation details, which were made in response to members’ comments and
other concerns. The primary differences pertain to the following:
• Contingent Fees. The ban against contingent fees would be continued by
retaining the present rule 302 without change. The retention of the present
rule is based on Council’s decision in October 1986 not to approve a mem
bership mail ballot on the Anderson report formulation of the contingentfee rule and on negative reactions to the Anderson report formulation from
members.
• Commissions. The Anderson report formulation of rule 503 on commis
sions has been modified to delete the provision that would have permitted
bodies designated by Council to determine circumstances in which com
missions would be acceptable. Both the lack of support for the Anderson
report provision in the member forums and the objections in letters of com
ment led to this change.
• Magnitude of Nonaudit Services Over Time. The words “ magnitude” and
“ over time” have been deleted from the guidance on the scope and nature
of services in the goal-oriented section of the proposed new Code. The
change was made in response to negative comments.
• Public Files. The Anderson report proposals to maintain public files on
firms enrolled in the quality review program and on individuals against
whom complaints are filed in the Professional Ethics Division have been
modified to eliminate the public-file concept in response to negative com
ments. Instead, provisions have been included to permit disclosure upon
request of limited information pertaining to both firms and individuals.
The information for firms is limited to the firm’s participation in the pro
gram, the date and period of the firm’s latest review, and, if applicable,
termination of membership; the information for individuals is limited to
that now published as a result of trial board proceedings.
• Joint Trial Board. The Anderson report concept of a national trial board
has been modified to retain the concept of a joint trial board with continued
state society participation and continued use of regional hearing panels.
Under the plan, the regional trial boards would be consolidated into a sin
gle joint trial board maintaining the regional concept. The members of the
joint trial board would be nominated by state societies and others from
among past or present members of Council; and they would be elected by
Council.
• Complaints on Technical Matters. The Anderson report proposal for the
disposition of complaints on technical matters has been modified to assign
iv

responsibility to the Professional Ethics Division for handling all com
plaints as is now done. The report had proposed that complaints on techni
cal matters against firms and members in practice be investigated by the
appropriate quality review or peer review committee. The change was
made to maximize the continued utilization of the present ethics expertise
and experience and to maintain the educational and remedial aspects of the
quality review and peer review programs.
• CPEfor Members Not in Public Practice. The Anderson report’s CPE pro
posal was modified in response to concerns about the burden that CPE
would impose on members not in public practice. The plan calls for a
ninety-hour CPE requirement for such members; this would occur over a
three-year reporting cycle, beginning with a maximum of sixty hours for
the first three years. In addition, the plan makes clear that those members
will have wide latitude in selecting suitable programs with no requirement
to take accounting and auditing courses.

THE IMPLEMENTATION COMMITTEES
The implementation committees consist of a seven-member steering com
mittee chaired by Marvin Strait and three constituent committees, each with the
responsibility for drafting plans to implement recommendations from the
Anderson report affecting the following designated areas:
1. Standards, Rules, Bylaws, and Education, chaired by Charles Kaiser, Jr.
2. Quality Review, chaired by Michael Walker
3. Complaints/JEEP, chaired by Leonard Dopkins
The chairmen of these committees serve as three of the seven members of the
steering committee.
This plan of implementation developed by those committees consists of the
text of the restructured Code with explanations of the proposed changes,
detailed descriptions of the programs to be developed or reorganized, and the
bylaw changes and implementing Council resolutions that would need to be
adopted.

INTERIM ACTIONS
The Institute and the state societies have worked together to promote mem
bers’ consideration of the Anderson report and to obtain their views. About
seven thousand members have participated in a series of member forums initi
ated in July 1986 by a national leadership conference for state society represen
tatives. The results of those forums have been carefully considered and have
played a vital role in the development of the plan of implementation.
At the October 1986 Council meeting, Council approved and endorsed a sep
arate membership ballot on the Anderson report proposal for mandatory
SECPS membership for SEC practice firms. In a membership referendum con
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ducted in February and March 1987, that proposal received the support of 61.2
percent of the nearly 131,000 members who voted. Since that result was less
than the two-thirds of the membership vote required by the bylaws for adoption,
that proposal is not included in this plan of implementation.

ORGANIZATION OF THE PLAN OF
IMPLEMENTATION
The plan of implementation consists of six parts:
Part 1— Plan to Revise the Code of Professional Ethics
Part 2— Plan to Establish a Quality Review Program and to Implement a
Practice-Monitoring Membership Requirement
Part 3— Plan to Revise Procedures for Handling Complaints in the Profes
sional Ethics Division and to Reorganize the Joint Ethics Enforce
ment Program and the Joint Trial Board
Part 4— Plan to Implement the Continuing Education Requirement
Part 5— Plan to Implement the Postbaccalaureate Education Requirement
Part 6— Proposed Bylaw Amendments and Council Resolutions

BOARD ACTION AND 1987 REGIONAL
COUNCIL MEETINGS
The steering committee considered the timing of the presentation of the plan
to the Board of Directors, to Council, and to the membership. The committee
concluded that the total plan should go to the board with a request that it be
submitted to Council as an integrated package with a recommendation that
Council approve presentation of the whole plan to the membership for a vote on
a segmented basis. The Board of Directors approved the implementation com
mittees’ recommendations subject to certain changes that the board agreed
should be incorporated.
The revised plan was presented to the regional meetings of Council in March
for discussion and input to the Board of Directors for its April meeting.
The reception of the plan was generally favorable at each of the six regional
Council meetings. However, based on those discussions, the committee recom
mended and the Board of Directors approved the following modifications to the
plan:
1. Deleted the proposal to give the senior technical committees the authority
to interpret the Rules.
2. Added to rule 102 an explicit provision requiring members to avoid con
flicts of interest to assure that the primary thrust of rule 504 (which is to be
deleted) is retained in the Code.
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3. Revised the membership admission and retention provisions relating to
the requirement for members in public practice to be associated with firms
enrolled in approved practice-monitoring programs to allow CPAs in
practice who are not proprietors, partners, or shareholders a two-year
grace period from the date they first become licensed as CPAs, during
which they would be able to join the Institute, or continue their member
ship in the Institute, without being associated with firms enrolled in such
programs.
The deletion of the proposal to give certain senior technical committees
authority to interpret the Rules is responsive to continuing criticisms. The
reception of that proposal by Council members was mixed. At four of the
regional meetings (Los Angeles, Denver, Dallas, and Atlanta), Council mem
bers indicated support for the proposal by 96 to 10, whereas Council members
in Chicago and New York rejected the proposal by 64 to 0. The rejection of the
proposal by Council members at the Chicago and New York regional meetings
is particularly significant; at each of those meetings, the arguments against the
proposal by a single member led to its unanimous rejection in those meetings.
These results indicate that this is a strongly emotional issue on which mem
bers have deep feelings. Its inclusion could have a negative impact on the
acceptance of other proposals. Moreover, the proposal was only narrowly sup
ported in the member forums (56 percent), by the steering committee, and by
the Board of Directors in February.
The deletion means that the Professional Ethics Executive Committee will
continue to have exclusive authority to interpret the Rules in other than the tech
nical areas. The deletion will not have a significant impact on the overall imple
mentation plan; in issuing interpretations, the ethics committee will consult, as
it now does, with the affected senior technical committees.
Based on further consideration of the proposal to delete Rule 504, “ Incom
patible Occupations,” an explicit provision prohibiting conflicts of interest has
been added to rule 102 to assure that the primary thrust of rule 504 is retained in
the restructured Code. With this revision of rule 102, the deletion of rule 504
should be generally acceptable and should not require a separate vote of the
membership.
Concerns were raised in the discussions at the regional Council meetings that
CPAs in public practice who are employees of CPA firms would be subject to
the same practice-monitoring requirements as proprietors and partners of CPA
firms. In considering those concerns, the membership admission and retention
requirements were modified to provide a two-year grace period, from the date
they become licensed, for newly licensed CPAs in public practice who are
employees of CPA firms. During that period, those CPAs would be able to join
the Institute and retain their membership without being associated with firms
enrolled in approved practice-monitoring programs. This change will allow
newly licensed CPAs in public practice time to find employment with firms that
participate in approved practice-monitoring programs.
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In the regional Council meetings, members of Council supported the post
baccalaureate education requirement by 119 to 42. However, the wording of the
question on which they were asked to express their views was not consistent
with the wording of the proposed bylaw provision as approved by the board.
The question was stated in terms of 150 semester hours of education with at
least a baccalaureate degree or its equivalent, whereas the bylaw provision calls
for a baccalaureate degree or its equivalent plus thirty semester hours of addi
tional education.
In considering that matter, the committee and the board reaffirmed the for
mulation of the requirement as stated in the proposed bylaw provision.
With those changes and clarifications of the plan discussed at the regional
meetings of Council, the board approved submission of the plan to Council in
May with a recommendation that Council approve a membership ballot on the
plan. The ballot would contain six separate propositions dealing with (1) the
adoption of the restructured Code, (2) the adoption of the proposed quality
review program and the practice-monitoring bylaw provisions, (3) the restruc
turing of the joint trial board, (4) the adoption of the CPE requirement for mem
bers in practice, (5) the adoption of the CPE requirement for members not in
practice, and (6) the adoption of the postbaccalaureate education requirement.

TIMING OF MEMBERSHIP VOTE
In the regional Council meetings, members of Council supported, by 141 to
7, submitting the overall implementation plan to Council in May 1987 for
approval of a membership ballot in late fall of 1987. The committee and the
board support this timetable but believe that the membership vote should be
delayed for most of the 180 days permitted by the bylaws to allow time to con
duct a comprehensive communication effort to inform members about the pro
posals. For that reason, if Council approves a membership ballot in May, the
balloting would begin no earlier than November 1 , 1987.
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Pa r t 1

Plan to Revise the Code of Professional Ethics
The Anderson committee recommended that the Institute restructure its Code
of Professional Ethics into two basic sections: (1) the Standards of Professional
Conduct and (2) the Rules of Performance and Behavior. This part of the plan of
implementation deals with that aspect of the Anderson committee’s recommen
dations.

GENERAL DESCRIPTION OF THE PLAN
The present Code of Professional Ethics consists of the Rules of Conduct and
the Concepts of Professional Ethics, a philosophical essay that was not sub
jected to a vote by the membership and that does not establish enforceable
standards. Implementation of the plan would require that the membership
approve a restructured Code entitled the Code of Professional Conduct. The
restructured Code would consist of two integral sections: (1) Principles, based
on the Concepts of Professional Ethics, and (2) Rules, a revision of the present
Rules of Conduct. (See exhibit 1 to this part, page 5.) Council will also need to
adopt revised implementing resolutions relating to the Code.

THE PRINCIPLES SECTION OF THE CODE
OF PROFESSIONAL CONDUCT
The Principles section of the new Code of Professional Conduct as set forth
in exhibit 2 to this part, pages 6 to 10, is a new section that will be adopted as an
integral element of the Code. The section contains goal-oriented, positively
stated principles that provide the framework for the profession’s technical stand
ards and ethics rules and that prescribe the ethical responsibilities members
should strive to achieve. They will not be enforced in their own terms, but
through underlying Rules.

THE RULES SECTION OF THE CODE OF
PROFESSIONAL CONDUCT
The present enforceable provisions of the Code of Professional Ethics consist
of the Rules of Conduct. The plan of implementation will require the member
ship to adopt the enforceable Rules section of the new Code of Professional
Conduct as shown in exhibit 3 of this part, pages 11 to 21, as a complete revi
sion, updating, and repositioning of the present Rules of Conduct.
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Three of the present Rules of Conduct have been retained without change:
Rule 302, “ Contingent Fees” ; Rule 501, “ Acts Discreditable” ; and Rule 502,
“ Advertising and Other Forms of Solicitation.”. The retention of rule 302
reflects the rejection by Council at its October 1986 meeting of the change in
that rule proposed by the Anderson committee. The present Rule 202, “ Audit
ing Standards,” and the present Rule 204, “ Other Technical Standards,” have
been revised and combined in proposed Rule 202, “ Compliance With Stand
ards,” to provide for more flexibility and more effective coordination among
the senior technical committees in establishing technical standards to encom
pass new and evolving CPA services that were not contemplated when the
present rules were adopted. Rule 504, “ Incompatible Occupations,” which was
premised on a conflict-of-interest theory, has been deleted as proposed by the
Anderson committee because the goal-oriented section of the proposed Code
provides guidance on avoiding conflicts of interest and proposed rule 102 pro
hibits such conflict.
The other seven rules have been revised and updated substantially as recom
mended by that committee. However, proposed Rule 503, “ Commissions,” has
been modified to delete the Anderson committee report’s provision that would
have permitted bodies designated by Council to determine circumstances in
which commissions would be acceptable. The change was made because of
lack of support for that provision in the member forums and because of objec
tions raised in the letters of comment.
Interpretations and rulings of the present rules will remain in effect unless
and until further action is deemed necessary by the Professional Ethics
Committee.

CHANGES IN THE BYLAWS
Section 7.4 of the bylaws, “ Disciplining of Member by Trial Board,” autho
rizes the trial board to discipline members for infringing “ any provision of the
code of professional ethics.” That provision is refined with respect to the
revised Code, and the bylaws will provide for disciplining of members who fail
to comply with the Rules. In addition, to reinforce that requirement, a bylaw
provision, section 2.3.2, as shown on page 50, will be added, making it neces
sary for members to conform with the Rules to retain their membership.
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COUNCIL RESOLUTIONS
A Council resolution, as shown on pages 66 and 67, will be required to desig
nate the bodies authorized to promulgate technical standards under proposed
Rule 202, “ Compliance With Standards” (a combination of present Rule 202,
“ Auditing Standards,” and present Rule 204, “ Other Technical Standards” ),
and under Rule 203, “ Accounting Principles ” The current resolution under
Rule 505, “ Form of Practice and Name,” will also need to be revised as shown
on page 68 to permit practice under fictitious names.
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Exhibit 1

THE CODE OF PROFESSIONAL CONDUCT
OF THE AMERICAN INSTITUTE OF
CERTIFIED PUBLIC ACCOUNTANTS
Composition, Applicability, and Compliance

The Code of Professional Conduct of the American Institute of Certified
Public Accountants consists of two sections— (1) the Principles and (2) the
Rules. The Principles provide the framework for the Rules, which govern the
performance of professional services by members. The Council of the Ameri
can Institute of Certified Public Accountants is authorized to designate bodies
to promulgate technical standards under the Rules, and the bylaws require
adherence to those Rules and standards.
The Code of Professional Conduct was adopted by the membership to pro
vide guidance and rules to all members— those in public practice, in industry,
in government, and in education— in the performance of their professional
responsibilities.
Compliance with the Code of Professional Conduct, as with all standards in
an open society, depends primarily on members’ understanding and voluntary
actions, secondarily on reinforcement by peers and public opinion, and ulti
mately on disciplinary proceedings, when necessary, against members who fail
to comply with the Rules.
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Exhibit 2

THE CODE OF PROFESSIONAL CONDUCT
OF THE AMERICAN INSTITUTE OF
CERTIFIED PUBLIC ACCOUNTANTS

S e c t io n I — P r in c i p l e s

Preamble

Membership in the American Institute of Certified Public Accountants is vol
untary. By accepting membership, a certified public accountant assumes an
obligation of self-discipline above and beyond the requirements of laws and
regulations.
These Principles of the Code of Professional Conduct of the American Insti
tute of Certified Public Accountants express the profession’s recognition of its
responsibilities to the public, to clients, and to colleagues. They guide members
in the performance of their professional responsibilities and express the basic
tenets of ethical and professional conduct. The Principles call for an unswerv
ing commitment to honorable behavior, even at the sacrifice of personal
advantage.

Article I

RESPONSIBILITIES
In carrying out their responsibilities as professionals, members should
exercise sensitive professional and moraljudgments in all their activities.
As professionals, certified public accountants perform an essential role in
society. Consistent with that role, members of the American Institute of Certi
fied Public Accountants have responsibilities to all those who use their profes
sional services. Members also have a continuing responsibility to cooperate
with each other to improve the art of accounting, maintain the public’s confi
dence, and carry out the profession’s special responsibilities for self-govern
ance. The collective efforts of all members are required to maintain and
enhance the traditions of the profession.
6

Article II

THE PUBLIC INTEREST
Members should accept the obligation to act in a way that will serve the
public interest, honor the public trust, and demonstrate commitment to
professionalism.
A distinguishing mark of a profession is acceptance of its responsibility to the
public. The accounting profession’s public consists of clients, credit grantors,
governments, employers, investors, the business and financial community, and
others who rely on the objectivity and integrity of certified public accountants to
maintain the orderly functioning of commerce. This reliance imposes a public
interest responsibility on certified public accountants. The public interest is
defined as the collective well-being of the community of people and institutions
the profession serves.
In discharging their professional responsibilities, members may encounter
conflicting pressures from among each of those groups. In resolving those con
flicts, members should act with integrity, guided by the precept that when mem
bers fulfill their responsibility to the public, clients’ and employers’ interests
are best served.
Those who rely on certified public accountants expect them to discharge their
responsibilities with integrity, objectivity, due professional care, and a genuine
interest in serving the public. They are expected to provide quality services,
enter into fee arrangements, and offer a range of services— all in a manner that
demonstrates a level of professionalism consistent with these Principles of the
Code of Professional Conduct.
All who accept membership in the American Institute of Certified Public
Accountants commit themselves to honor the public trust. In return for the faith
that the public reposes in them, members should seek continually to demon
strate their dedication to professional excellence.

Article III

INTEGRITY
To maintain and broaden public confidence, members should perform all
professional responsibilities with the highest sense o f integrity.
Integrity is an element of character fundamental to professional recognition.
It is the quality from which the public trust derives and the benchmark against
which a member must ultimately test all decisions.
Integrity requires a member to be, among other things, honest and candid
within the constraints of client confidentiality. Service and the public trust
7

should not be subordinated to personal gain and advantage. Integrity can
accommodate the inadvertent error and the honest difference of opinion; it can
not accommodate deceit or subordination of principle.
Integrity is measured in terms of what is right and just. In the absence of
specific rules, standards, or guidance, or in the face of conflicting opinions, a
member should test decisions and deeds by asking: “ Am I doing what a person
of integrity would do? Have I retained my integrity?” Integrity requires a mem
ber to observe both the form and the spirit of technical and ethical standards;
circumvention of those standards constitutes subordination of judgment.
Integrity also requires a member to observe the principles of objectivity and
independence and of due care.

Article IV

OBJECTIVITY AND INDEPENDENCE
A member should maintain objectivity and be free o f conflicts o f interest in
discharging professional responsibilities. A member in public practice
should be independent in fact and appearance when providing auditing and
other attestation services.
Objectivity is a state of mind, a quality that lends value to a member’s ser
vices. It is a distinguishing feature of the profession. The principle of objectiv
ity imposes the obligation to be impartial, intellectually honest, and free of
conflicts of interest. Independence precludes relationships that may appear to
impair a member’s objectivity in rendering attestation services.
Members often serve multiple interests in many different capacities and must
demonstrate their objectivity in varying circumstances. Members in public
practice render attest, tax, and management advisory services. Other members
prepare financial statements in the employment of others, perform internal
auditing services, and serve in financial and management capacities in industry,
education, and government. They also educate and train those who aspire to
admission into the profession. Regardless of service or capacity, members
should protect the integrity of their work, maintain objectivity, and avoid any
subordination of their judgment.
For a member in public practice, the maintenance of objectivity and indepen
dence requires a continuing assessment of client relationships and public
responsibility. Such a member who provides auditing and other attestation ser
vices should be independent in fact and appearance. In providing all other ser
vices, a member should maintain objectivity and avoid conflicts of interest.
Although members not in public practice cannot maintain the appearance of
independence, they nevertheless have the responsibility to maintain objectivity
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in rendering professional services. Members employed by others to prepare
financial statements or to perform auditing, tax, or consulting services are
charged with the same responsibility for objectivity as members in public prac
tice and must be scrupulous in their application of generally accepted account
ing principles and candid in all their dealings with members in public practice.

Article V

DUE CARE
A member should observe the profession’s technical and ethical standards,
strive continually to improve competence and the quality o f services, and dis
charge professional responsibility to the best o f the member’s ability.
The quest for excellence is the essence of due care. Due care requires a mem
ber to discharge professional responsibilities with competence and diligence. It
imposes the obligation to perform professional services to the best of a mem
ber’s ability with concern for the best interest of those for whom the services are
performed and consistent with the profession’s responsibility to the public.
Competence is derived from a synthesis of education and experience. It
begins with a mastery of the common body of knowledge required for designa
tion as a certified public accountant. The maintenance of competence requires a
commitment to learning and professional improvement that must continue
throughout a member’s professional life. It is a member’s individual responsi
bility. In all engagements and in all responsibilities, each member should
undertake to achieve a level of competence that will assure that the quality of
the member’s services meets the high level of professionalism required by these
Principles.
Competence represents the attainment and maintenance of a level of under
standing and knowledge that enables a member to render services with facility
and acumen. It also establishes the limitations of a member’s capabilities by
dictating that consultation or referral may be required when a professional
engagement exceeds the personal competence of a member or a member’s firm.
Each member is responsible for assessing his or her own competence— of eval
uating whether education, experience, and judgment are adequate for the
responsibility to be assumed.
Members should be diligent in discharging responsibilities to clients,
employers, and the public. Diligence imposes the responsibility to render ser
vices promptly and carefully, to be thorough, and to observe applicable techni
cal and ethical standards.
Due care requires a member to plan and supervise adequately any profes
sional activity for which he or she is responsible.
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Article VI

SCOPE AND NATURE OF SERVICES
A member in public practice should observe the Principles o f the Code o f
Professional Conduct in determining the scope and nature o f services to be
provided.
The public interest aspect of certified public accountants’ services requires
that such services be consistent with acceptable professional behavior for certi
fied public accountants. Integrity requires that service and the public trust not
be subordinated to personal gain and advantage. Objectivity and independence
require that members be free from conflicts of interest in discharging profes
sional responsibilities. Due care requires that services be provided with compe
tence and diligence.
Each of these Principles should be considered by members in determining
whether or not to provide specific services in individual circumstances. In some
instances, they may represent an overall constraint on the nonaudit services that
might be offered to a specific client. No hard-and-fast rules can be developed to
help members reach these judgments, but they must be satisfied that they are
meeting the spirit of the Principles in this regard.
In order to accomplish this, members should—
• Practice in firms that have in place internal quality-control procedures to
ensure that services are competently delivered and adequately supervised.
• Determine, in their individual judgments, whether the scope and nature of
other services provided to an audit client would create a conflict of interest
in the performance of the audit function for that client.
• Assess, in their individual judgments, whether an activity is consistent
with their role as professionals— for example, it is a reasonable extension
or variation of existing services offered by the member or others in the
profession.
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Exhibit 3

THE CODE OF PROFESSIONAL CONDUCT
OF THE AMERICAN INSTITUTE OF
CERTIFIED PUBLIC ACCOUNTANTS
S e c t io n I I — R u l e s

Applicability
The bylaws o f the American Institute o f Certified Public Accountants
require that members adhere to the Rules o f the Code of Professional Conduct. Members must be prepared to justify departures from these Rules.

Independence
Rule 101. A member in public practice shall be independent in the perfor
mance o f professional services as required by standards promulgated by
bodies designated by Council.
Explanation
Current rule 101 is as follows:
A member or a firm of which he is a partner or shareholder shall not
express an opinion on financial statements of an enterprise unless he and
his firm are independent with respect to such enterprise. Independence
will be considered to be impaired if, for example:
A. During the period of his professional engagement, or at the time of
expressing his opinion, he or his firm
1.

a. Had or was committed to acquire any direct or material indi
rect financial interest in the enterprise; or
b. Was a trustee of any trust or executor or administrator of any
estate if such trust or estate had or was committed to acquire
any direct or material indirect financial interest in the enter
prise; or

2.

Had any joint closely held business investment with the enter
prise or any officer, director, or principal stockholder thereof
which was material in relation to his or his firm's net worth; or
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3.

Had any loan to or from the enterprise or any officer, director, or
principal stockholder thereof. This latter proscription does not
apply to the following loans from a financial institution when
made under normal lending procedures, terms, and require
ments:
a. Loans obtained by a member or his firm which are not mate
rial in relation to the net worth of such borrower.
b. Home mortgages.
c. Other secured loans, except loans guaranteed by a member’s
firm which are otherwise unsecured.

B. During the period covered by the financial statements, during the
period of the professional engagement, or at the time of expressing
an opinion, he or his firm
1.

2.

Was connected with the enterprise as a promoter, underwriter,
or voting trustee, a director or officer or in any capacity equiva
lent to that of a member of management or of an employee; or
Was a trustee for any pension or profit-sharing trust of the
enterprise.

The above examples are not intended to be all-inclusive.
Current rule 101 relates only to opinions on financial statements and pro
hibits a member from expressing an opinion on such statements unless the
member is independent. The rule describes a number of circumstances that
impair independence.
However, independence is required by standards governing services that do
not involve expressing opinions on financial statements. They include, for
example, review services for which standards are promulgated by the Account
ing and Review Services Committee, reports on examinations of prospective
financial statements, reports on attest engagements under Statements on Stand
ards for Attestation Engagements, and engagements under several of the State
ments on Auditing Standards that do not involve expressing opinions on finan
cial statements.
The proposed rule incorporates by reference the independence requirements
of standards promulgated by appropriate AICPA bodies. It is substantially the
same as the current rule, but omits the examples of situations that impair inde
pendence included in the current rule. Those examples will be carried forward
in an interpretation of the proposed rule. The interpretation, which follows, will
remain in effect unless and until modified by the senior technical committees.
Proposed Interpretation of Rule 101
If the proposed rule is adopted, the following interpretation will also be
adopted.
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Interpretation 101-1. Independence will be considered to be impaired if,
fo r example, a member had any o f the following transactions, interests, or
relationships:
A. During the period o f a professional engagement or at the time o f
expressing an opinion, a member or a member’s firm
1. Had or was committed to acquire any direct or material indirect
financial interest in the enterprise.
2. Was a trustee o f any trust or executor or administrator o f any estate
if such trust or estate had or was committed to acquire any direct or
material indirectfinancial interest in the enterprise.
3. Had any joint, closely held business investment with the enterprise
or with any officer, director, or principal stockholders thereof that
was material in relation to the member’s net worth or to the net
worth o f the member’s firm.
4. Had any loan to or from the enterprise or any officer, director, or
principal stockholder o f the enterprise. This proscription does not
apply to the following loans from a financial institution when made
under normal lending procedures, terms, and requirements:
a. Loans obtained by a member or a member’s firm that are not
material in relation to the net worth o f such borrower.
b. Home mortgages.
c. Other secured loans, except loans guaranteed by a member’s
firm which are otherwise unsecured.
B. During the period covered by the financial statements, during the
period o f the professional engagement, or at the time o f expressing an
opinion, a member or a member’s firm:
1. Was connected with the enterprise as a promoter, underwriter, or
voting trustee, a director or officer or in any capacity equivalent to
that o f a member o f management or o f an employee.
2. Was a trustee fo r any pension or profit-sharing trust o f the enter
prise.
The above examples are not intended to be all-inclusive.

Integrity and Objectivity
Rule 102. In the performance o f any professional service, a member shall
maintain objectivity and integrity, shall be free o f conflicts o f interest, and
shall not knowingly misrepresent facts or subordinate his or her judgment to
others.
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Explanation
Current rule 102 is as follows:
A member shall not knowingly misrepresent facts and when engaged in
the practice of public accounting, including the rendering of tax and man
agement advisory services, shall not subordinate his judgment to others.
In tax practice, a member may resolve doubt in favor of his client as long as
there is reasonable support for his position.
The prohibition in the current rule against knowingly misrepresenting facts
applies to all AICPA members, but the prohibition against subordination of a
member’s judgment to others applies only to members in public practice. Under
the proposed rule, both prohibitions as well as the requirements to maintain
integrity and objectivity and to be free of conflicts of interest, which have been
added, would apply equally to all members in the performance of professional
services. The provision allowing members to resolve doubts in favor of a client
in tax practice has been deleted because resolving doubts in favor of a client in
an advocacy engagement is not deemed, by itself, to impair integrity or
objectivity.

General Standards
Rule 201. A member shall comply with the following standards and with
any interpretations thereof by bodies designated by Council.
A. Professional Competence. Undertake only those professional services
that the member or the member’s firm can reasonably expect to be com
pleted with professional competence.
B. Due Professional Care. Exercise due professional care in the perform
ance o f professional services.
C. Planning and Supervision. Adequately plan and supervise the perform
ance o f professional services.
D. Sufficient Relevant Data. Obtain sufficient relevant data to afford a
reasonable basis fo r conclusions or recommendations in relation to
any professional services performed.
Explanation
Current rule 201 is as follows:
A member shall comply with the following general standards as inter
preted by bodies designated by Council and must justify any departures
therefrom.
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A. Professional competence. A member shall undertake only those
engagements which he or his firm can reasonably expect to complete
with professional competence.
B. Due professional care. A member shall exercise due professional
care in the performance of an engagement.
C. Planning and supervision. A member shall adequately plan and
supervise an engagement.
D. Sufficient relevant data. A member shall obtain sufficient relevant
data to afford a reasonable basis for conclusions or recommenda
tions in relation to an engagement.
E. Forecasts. A member shall not permit his name to be used in con
junction with any forecast of future transactions in a manner which
may lead to the belief that the member vouches for the achievability
of the forecast.
Current rule 201 applies only to members in practice. The proposed rule uses
the term “ professional services” instead of “ engagements” so that the rule
applies to all members, whether or not in public practice, when they perform
such services.
Subparagraph E of the current rule that deals with forecasts is deleted
because guidance regarding these services has been provided by the senior tech
nical committees. For the same reason, Interpretation 201-2 dealing with fore
casts is also being deleted.

Compliance With Standards
Rule 202. A member who performs auditing, review, compilation, man
agement advisory, tax, or other professional services shall comply with stand
ards promulgated by bodies designated by Council.

Explanation
Current Rule 202, “ Auditing Standards,” is as follows:
A member shall not permit his name to be associated with financial state
ments in such a manner as to imply that he is acting as an independent
public accountant unless he has complied with the applicable generally
accepted auditing standards promulgated by the Institute. Statements on
auditing standards issued by the Institute’s auditing standards executive
committee [Auditing Standards Board] are, for purposes of this rule, con
sidered to be interpretations of the generally accepted auditing standards,
and departures from such statements must be justified by those who do not
follow them.
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The current rule applies only to compliance with generally accepted auditing
standards when a member is associated with financial statements as an indepen
dent auditor. The proposed rule combines the substance of current rules 202 and
204. Current Rule 204, “ Other Technical Standards,” is as follows:
A member shall comply with other technical standards promulgated by
bodies designated by Council to establish such standards, and departures
therefrom must be justified by those who do not follow them.
Under the proposed rule, duly promulgated technical standards in all func
tional areas will apply as appropriate to all AICPA members. With respect to
auditing services, the proposed rule will eliminate the distinction made by the
current rule between “ generally accepted auditing standards promulgated by
the Institute” and Statements on Auditing Standards (SASs), which “ are con
sidered to be interpretations of the generally accepted auditing standards.” Gen
erally accepted auditing standards have, for some time, been incorporated in
the SASs.
The phrase “ associated with financial statements” has been deleted from the
proposed rule on the basis that the phrase “ performing professional services” is
sufficient to link the member to the professional service performed in compli
ance with professional standards.

Accounting Principles
Rule 203. A member shall not (1) express an opinion or state affirmatively
that the financial statements or other financial data o f any entity are pre
sented in conformity with generally accepted accounting principles or (2)
state that he or she is not aware o f any material modifications that should be
made to such statements or data in order fo r them to be in conformity with
generally accepted accounting principles, if such statements or data contain
any departure from an accounting principle promulgated by bodies desig
nated by Council to establish such principles that has a material effect on the
statements or data taken as a whole. I f however, the statements or data con
tain such a departure and the member can demonstrate that due to unusual
circumstances the financial statements or data would otherwise have been
misleading, the member can comply with the rule by describing the depar
ture, its approximate effects, if practicable, and the reasons why compliance
with the principle would result in a misleading statement.
Explanation
Current rule 203 is as follows:
A member shall not express an opinion that financial statements are pre
sented in conformity with generally accepted accounting principles if such
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statements contain any departure from an accounting principle promul
gated by the body designated by Council to establish such principles which
has a material effect on the statements taken as a whole, unless the member
can demonstrate that due to unusual circumstances the financial state
ments would otherwise have been misleading. In such cases his report must
describe the departure, the approximate effects thereof, if practicable, and
the reasons why compliance with the principle would result in a misleading
statement.
Current rule 203 is stated in terms of the expression of opinions (as distin
guished from reports) on financial statements, and some questions have arisen
about its applicability to review services. The proposed rule is directed to that
problem. Also, when members perform services that are “ governed” by cer
tain SASs and that are unrelated to opinions on financial statements but require
representations of conformity with GAAP, the applicable SASs cannot be
enforced against such members under the provisions of the current rule 203.
The phrase “ financial data” is directed to that problem.
The proposed rule also differs from the existing rule in that it applies to all
AICPA members, whether or not in public practice, who perform the acts
described, and it covers all services for which standards have been promulgated
regarding GAAP conformity— for example, SAS No. 14, Special Reports.

Other Technical Standards
Rule 204. (Deleted)
Explanation
Compliance with all standards promulgated by bodies designated by Council
is covered by the revision of rule 202, and rule 204 is therefore no longer neces
sary. See page 15.

Confidential Client Information
Rule 301. A member in public practice shall not disclose any confidential
client information without the specific consent o f the client.
This rule shall not be construed (1) to relieve a member o f the member’s
professional obligations under rules 202 and 203, (2) to affect in any way the
member’s obligation to comply with a validly issued and enforceable sub
poena or summons, (3) to prohibit review o f a member’s professional practice
under AICPA or state CPA society authorization, or (4) to preclude a member
from initiating a complaint with or responding to any inquiry made by a rec
ognized investigative or disciplinary body.
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Members o f a recognized investigative or disciplinary body and profes
sional practice reviewers shall not use to their own advantage or disclose any
member’s confidential client information that comes to their attention in car
rying out their official responsibilities. However; this prohibition shall not
restrict the exchange o f information with a recognized investigative or disci
plinary body or affect, in any way, compliance with a validly issued and
enforceable subpoena or summons.
Explanation
Current rule 301 is as follows:
A member shall not disclose any confidential information obtained in the
course of a professional engagement except with the consent of the client.
This rule shall not be construed (a) to relieve a member of his obligation
under rules 202 and 203, (b) to affect in any way his compliance with a val
idly issued subpoena or summons enforceable by order of a court, (c) to
prohibit review of a member’s professional practices as a part of voluntary
quality review under Institute authorization, or (d) to preclude a member
from responding to any inquiry made by the ethics division or trial board
of the Institute, by a duly constituted investigative or disciplinary body of a
state CPA society, or under state statutes.
Members of the ethics division and trial board of the Institute and pro
fessional practice reviewers under Institute authorization shall not disclose
any confidential client information which comes to their attention from
members in disciplinary proceedings or otherwise in carrying out their offi
cial responsibilities. However, this prohibition shall not restrict the
exchange of information with an aforementioned duly constituted investi
gative or disciplinary body.
Current rule 301 prohibits disclosure by a member in public practice of any
confidential client information obtained in the course of a professional engage
ment, except with the consent of the client.
The proposed rule requires specific consent of the client before disclosure
may be made. This change is intended to clarify the duty of the member in a
determination of whether consent was obtained. Consent will not be required
when the exceptions to the rule are operative.
The current rule provides exceptions to the above-stated general rule. The
proposed rule will add two exceptions not included in the current rule. The first
will permit a disclosure exception in connection with responses to inquiries
from components of the AICPA Division for CPA Firms or the quality review
program. The second will permit disclosure when a member initiates a com
plaint with a recognized disciplinary body.

18

Contingent Fees
Rule 302. Professional services shall not be offered or rendered under an
arrangement whereby no fee will be charged unless a specified finding or
result is attained, or where the fee is otherwise contingent upon the finding or
results o f such services. However, a member’s fees may vary depending, fo r
example, on the complexity o f services rendered.
Fees are not regarded as being contingent if fixed by courts or other public
authorities, or, in tax matters, if determined based on the results o f judicial
proceedings or the findings o f governmental agencies.
Explanation
The current rule is retained in its present form.

Acts Discreditable
Rule 501. A member shall not commit an act discreditable to the pro
fession.
Explanation
The current rule is retained in its present form.

Advertising and Other Forms of Solicitation
Rule 502. A member in public practice shall not seek to obtain clients by
advertising or other forms of solicitation in a manner that is false, mislead
ing, or deceptive. Solicitation by the use o f coercion, overreaching, or har
assing conduct is prohibited.
Explanation
Except for the clarification of the application of rule 502 by adding the words
“ in public practice,” the current rule is retained.

Commissions
Rule 503. The acceptance by a member in public practice o f a paymentfo r
the referral o f products or services o f others to a client is prohibited. Such
action is considered to create a conflict o f interest that results in a loss o f
objectivity and independence.
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A member shall not make a payment to obtain a client. This rule shall not
prohibit payments fo r the purchase o f an accounting practice or retirement
payments to individuals formerly engaged in the practice o f public account
ing or payments to their heirs or estates.
Explanation
Current rule 503 is as follows:
A member shall not pay a commission to obtain a client, nor shall he
accept a commission for a referral to a client of products or services of oth
ers. This rule shall not prohibit payments for the purchase of an account
ing practice or retirement payments to individuals formerly engaged in the
practice of public accounting or payments to their heirs or estates.
The proposed rule is, in substance, the same as the current rule, with some
revision in wording. The rationale for the prohibition— avoiding conflicts of
interest— is explicitly stated.
The proposed rule is not intended to prohibit payments to staff based on their
client-development activity. Such payments are deemed to be a part of their
normal compensation.

Incompatible Occupations
Rule 504. (Deleted)
Explanation
Current rule 504 is as follows:
A member who is engaged in the practice of public accounting shall not
concurrently engage in any business or occupation which would create a
conflict of interest in rendering professional services.
The current rule prohibits a member from engaging in a business or an occu
pation concurrently with the practice of public accounting when the business or
occupation would create a conflict of interest in rendering professional ser
vices. It is deleted because the proposed Principles provide guidance on con
flicts of interest and proposed rule 102 requires members to avoid such
conflicts.

Form of Practice and Name
Rule 505. A member may practice public accounting only in the form o f a
proprietorship, a partnership, or a professional corporation whose charac
teristics conform to resolutions o f Council.
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A member shall not practice public accounting under a firm name that is
misleading. Names o f one or more past partners or shareholders may be
included in the firm name o f a successor partnership or corporation. Also, a
partner or shareholder surviving the death or withdrawal o f all other partners
or shareholders may continue to practice under such name which includes
the name o f past partners or shareholdersfo r up to two years after becoming a
sole practitioner.
A firm may not designate itself as “Members o f the American Institute o f
Certified Public Accountants’’ unless all o f its partners or shareholders are
members o f the Institute.
Explanation
Current rule 505 is as follows:
A member may practice public accounting, whether as an owner or
employee, only in the form of a proprietorship, a partnership, or a pro
fessional corporation whose characteristics conform to resolutions of
Council.
A member shall not practice under a firm name which includes any ficti
tious name, indicates specialization, or is misleading as to the type of orga
nization (proprietorship, partnership, or corporation). However, names
of one or more past partners or shareholders may be included in the firm
name of a successor partnership or corporation. Also, a partner surviving
the death or withdrawal of all other partners may continue to practice
under the partnership name for up to two years after becoming a sole prac
titioner.
A firm may not designate itself as “Members of the American Institute
of Certified Public Accountants” unless all of its partners or shareholders
are members of the Institute.
The proposed rule revises the current rule so as to permit a firm name that
includes a fictitious name or that indicates specialization, provided that the firm
name or specialization is not misleading. In its present form, the prohibition
against all fictitious names is sensitive to antitrust attack. The rule regarding
firm name should be consistent with the rule on advertising and solicitation,
which has for some time prohibited only statements or assertions that are false,
misleading, or deceptive. Because a member may now advertise a specialty,
there is no reason a firm should not be allowed to do so if the false, misleading,
or deceptive test is met.
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P art 2

Plan to Establish a Quality Review Program
and to Implement a Practice-M onitoring
Membership Requirement
The Anderson committee recommended that the Institute establish a prac
tice-monitoring requirement for its members in public practice. The Institute
was asked to establish a quality review program and to implement a practice
monitoring bylaw provision that would make participation in the quality review
program or the peer review programs of the Division for CPA Firms a member
ship requirement for members in public practice. It was also asked to adopt a
membership requirement for AICPA members who practice in firms that audit
one or more SEC registrants that would require those firms to be members of the
SEC Practice Section. Council has authorized a membership ballot relating to
required membership in the SECPS for firms with one or more SEC clients.

GENERAL DESCRIPTION OF THE PLAN
The plan to establish a quality review program and to implement a practice
monitoring membership requirement for AICPA members in public practice
consists of the following: (1) a description of the basic features of the quality
review program to be established; (2) proposed bylaw provisions to make par
ticipation in an approved practice-monitoring program a membership require
ment for AICPA members in public practice; and (3) related implementing
Council resolutions.
Council will be asked to authorize the Board of Directors to establish a qual
ity review program similar to the peer review program of the Private Companies
Practice Section of the Division for CPA Firms. The Institute will have primary
responsibility for the operations of the program. State CPA societies will be
encouraged to participate in conducting or administering reviews under the
program.
The quality review program will give primary emphasis and attention to
assuring quality performance and reducing or eliminating substandard perfor
mance. The goal of quality will be sought primarily through education and
remedial or corrective actions. This means that participants must (1) understand
what is necessary for quality practice, (2) establish appropriate policies and
procedures for quality performance, (3) subject their compliance to indepen
dent review, and (4) take remedial or corrective actions as needed. The effec
tiveness of the program will depend primarily on mutual trust and cooperation.
The program will be based on the principle that a systematic monitoring and
correction process is the most effective for attaining high-quality performance
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throughout the profession. Disciplinary actions against firms (that is, actions
that could result in the termination of membership) will be taken only for failure
to cooperate or for serious deficiencies that cannot be dealt with by remedial or
corrective actions.

FIRM ENROLLMENT REQUIREMENTS
To enroll in the program, a firm will be required to agree to the following:
1. To adhere to the applicable quality control standards of the AICPA
2. To require its proprietor, partners, or shareholders eligible for AICPA
membership to be AICPA members
3. To undergo a quality review of its accounting and auditing practice every
three years or to declare that it has no accounting and auditing practice
4. To file with the AICPA an annual information form containing certain
specified information required in the administration of the program
within ninety days of the end of the firm’s fiscal year
5. To allow the AICPA to disclose on request the following information:
a. The firm’s participation in the program
b. The firm’s name and address
c. The date of, and the period covered by, the firm’s last review and that
the report on the review can be obtained from the firm
d. If applicable, the termination of the firm from the program and the
suspension or termination of a partner from the AICPA
6. To comply with established rules and regulations, to cooperate with the
committee responsible for administering the firm’s reviews, and to accept
final decisions on disciplinary matters
7. To ensure that AICPA members in the firm meet their continuing profes
sional education requirements

ORGANIZATIONAL STRUCTURE
Under the authority of Council, the Board of Directors would be authorized
to establish within the Institute a Quality Review Division governed by an exec
utive committee having both senior status and the authority to carry out the
activities of the division. The authorization should provide for the election of
the members of the executive committee by Council from nominees selected by
the AICPA Nominations Committee. The division’s primary activities will be
to establish and conduct the quality review program in cooperation with partici
pating state CPA societies. Such activities should not conflict with AICPA poli
cies and standards and will be subject to the oversight of the Board of Directors.
The AICPA Quality Review Executive Committee will be responsible for the
following:
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1. Establishing general policies for the program, in furtherance of its man
date to enhance quality primarily through education and remedial or cor
rective actions, and for governing the activities of the program
2. Proposing to Council amendments to the requirements for enrollment as
necessary
3. Establishing committees and task forces as required for the operation of
the program
4. Publishing an annual report with statistics on the results of the program
5. Establishing procedures to help firms correct deficiencies
6. Hearing and adjudicating matters in proceedings against firms that could
lead to the termination of membership in the program
The division will establish a committee to administer reviews under the pro
gram. The committee will have responsibility for the following:
1. Establishing standards and procedures for performing reviews of enrolled
firms
2. Establishing standards and procedures for reporting on reviews under the
program
3. Overseeing and coordinating the activities of state societies that elect to
participate in administering reviews under the program in their jurisdic
tions
4. Administering reviews that are not administered by state societies by
evaluating reports, determining appropriate remedial actions for defi
ciencies, and reviewing actions taken by firms to correct such deficiencies
5. Recommending to the executive committee actions against firms that
could result in termination of membership for failure to cooperate or for
serious deficiencies that cannot be resolved by remedial action
6. Keeping records of reviews conducted under the program

STATE SOCIETY PARTICIPATION
Each state society is encouraged to participate in the program to the extent
that it deems appropriate. Accordingly, a state society may elect one of the fol
lowing options:
1. Full Involvement. A state society may elect to take full responsibility for
administering reviews in its jurisdiction in accordance with the standards
and procedures established by the AICPA and under AICPA oversight.
Under this option, the state society will establish a quality review com
mittee that (a) will schedule reviews in its jurisdiction, (b) will oversee
the conduct of those reviews, (c) will evaluate the results, and (d) will
require remedial actions based on the findings when appropriate. To pro
mote uniformity, the Institute will develop a detailed plan of operation for
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states to use. AICPA oversight will consist of post-issuance review of
selected reports, letters of comment and firms’ responses to such letters,
and supporting working papers to assure that reviews are being adminis
tered uniformly and in accordance with established standards.
2. Limited Involvement. A state society may elect to participate on a limited
basis in administering reviews under the program. Under this option, a
state society will be required to submit to the AICPA a proposed plan of
administration describing the extent to which it wants to participate. For
example, a state society may elect (a) to schedule reviews but not to over
see the conduct of reviews or to evaluate the results, or (b) to administer
report reviews in its jurisdiction but not to administer on-site reviews.
Each plan will be evaluated and accepted on a case-by-case basis with the
understanding that the Institute will administer all aspects of reviews not
provided for under the plan.
3. No Involvement. A state society may elect not to participate in the admin
istration of reviews. In that event, the Institute would administer reviews
in that state.
Each state society will be encouraged to reevaluate periodically the extent of its
participation in administering reviews under the program. A participating state
society will have access to the AICPA bank of reviewers.
A firm that practices entirely within a state in which a state society elects to
administer reviews normally would have the state society administer its
reviews. However, the firm may request that the state society assign reviewers
from outside of the state, selected from the AICPA bank of reviewers. A firm
with practice offices in more than one state may elect to have its reviews admin
istered either by the state society in the state in which its executive or principal
office is located or by the AICPA.

REVIEWS UNDER THE PROGRAM
The kinds of reviews to be conducted under the program will be as follows:
1. Off-site report reviews for firms that limit their accounting practice to per
forming review or compilation engagements
2. On-site reviews for firms whose accounting and auditing practice
includes one or more audit engagements
On-site review procedures will be tailored to the size and nature of a firm’s
practice. For example, a firm that performs only a few audits may be more
effectively reviewed by placing the primary emphasis on a review of the quality
of specific accounting and auditing engagements rather than on the firm’s qual
ity control policies and procedures.
The Institute will assist firms in preparing for and undergoing reviews by tak
ing actions such as the following:
1. Developing CPE courses on how to prepare for a review
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2. Developing a special quality-control-type manual to assist small firms in
developing, and in documenting compliance with, quality control poli
cies and procedures
3. Encouraging firms to undergo confidential consulting reviews on a trialrun basis to assist such firms in preparing for their regular reviews
The three types of review entities that will conduct reviews under the pro
gram are —
1. A committee-appointed review team (CART) consisting of one or more
reviewers from a prequalified pool maintained by the AICPA or by a par
ticipating state society.
2. A CPA firm selected by the reviewed firm and approved by a quality
review committee. The selected firm must be independent of the firm
reviewed.
3. A team appointed by an association of CPA firms.
An association of CPA firms may apply for authorization to appoint review
teams to conduct reviews of its member firms under the program. The AICPA
Quality Review Committee will grant such a request only if the association has
an established review process under which independent reviews are conducted
in accordance with the standards and procedures established for the quality
review program. Reviews conducted under approved association programs will
be administered and evaluated by a state society or AICPA quality review com
mittee in the same way as other reviews under the program.
For each type of review conducted under the program, the reviewers will pre
pare written reports containing their findings. The quality review committee
administering the reviews will evaluate the reports and, where deficiencies are
found, can recommend action to improve the quality of practice. Such action
may include educational and corrective or remedial measures, including appro
priate measures for individual firm personnel, such as —
• Additional CPE courses for firm personnel.
• Changes in the firm’s quality control systems, with any necessary follow
up review.
• Engaging another CPA to perform pre-issuance reviews of the firm’s audit,
review, or compilation reports or to suggest changes in the firm’s quality
control system.
• Special or accelerated reviews.
The AICPA Quality Review Executive Committee may take action against a
firm that refuses to cooperate, fails to correct material deficiencies, or is found
to be so seriously deficient in its performance that educational and corrective or
remedial actions are not suitable. The executive committee will establish dueprocess procedures to adjudicate matters that may lead to the dismissal of a firm
from the quality review program. However, if a decision is made to terminate a
firm’s membership, the firm will have the right to appeal to the AICPA joint trial
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board for a review of the findings. The trial board will have the authority to
confirm or to reduce the severity of the findings, but it will not have the author
ity to increase their severity.

TIMING OF REVIEWS
The initial reviews under the program will be phased in based on the size of a
firm and the nature of its practice in accordance with the following schedule:
1989

1990

S ole practitioners
W ithout audits
W ith audits
Tw o to ten professionals
W ithout audits
W ith audits
O ver ten professionals
W ithout audits
W ith audits

X

X

1991

1992

1993

X
X

X

X
X
X

X
X

X
X

The timing of initial reviews within each category will be established by lot
tery at the time a firm enrolls in the program; however, the timing may be accel
erated by one year if data in a firm’s annual enrollment form later shows that it
has changed categories. After the phase-in period, a firm with an accounting
and auditing practice will be required to have its initial review within eighteen
months of enrollment in the program. A firm without an accounting and audit
ing practice at the time of enrollment will be required to have its initial review
within eighteen months from the date it first accepts an engagement to perform
accounting or auditing services.
After their initial reviews, all firms with accounting and auditing practices
will be required to undergo a review every three years.

COST OF REVIEWS
The Institute will charge an administrative fee on the CART reviews that it
administers directly but will not charge such a fee on reviews administered
totally by states. State societies that elect to administer reviews under the pro
gram may charge an administrative fee to defray their costs.
Firms will bear the direct costs of their reviews, including the administrative
fee. The cost to a firm of an off-site report review under the program is expected
to be about $250 per year, for a total cost of $750 for each review.
The cost of on-site field reviews should be similar to the cost of CART
reviews conducted by the PCPS. The cost of PCPS reviews generally varies
according to the number of professionals and the number of accounting and
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audit hours. The low, average, and high costs of such reviews (rounded to the
nearest hundred dollars) in six size categories are listed below for 1985.
4 sole practitioners w ithout any
professional staff
16 firm s w ith 1 partner and 2 to 5
professionals

Low

Average

High

$ 1,000

$ 1,200

$ 1,400

900

2 ,3 0 0

3,900

16 firm s w ith 2 o r m ore partners and
2 to 5 professionals

1,300

2 ,2 0 0

3 ,5 0 0

33 firm s w ith 6 to 10 professionals

1,600

3 ,400

5 ,900

27 firm s w ith 11 to 20 professionals

2 ,0 0 0

4 ,3 0 0

5 ,7 0 0

12 firm s w ith over 20 professionals

4 ,0 0 0

7 ,4 0 0

12,200

These costs include reviewers’ time charges and expenses and a ten percent
administrative fee. Firms normally incur these costs once every three years.
The hourly billing rates for reviewers are reconsidered annually. The rates
during 1985 for reviews of firms with less than twenty professionals and no
SEC clients were sixty dollars for team captains, fifty dollars for team members
who are partners or proprietors, and forty dollars for other team members. For
firms with twenty or more professionals and for all firms with SEC clients, the
rates are ten dollars higher in each classification.

BYLAW PROVISIONS
The AICPA membership will be asked to adopt new bylaw provisions on the
retention of membership for AICPA members in public practice and on the
admission to membership of CPAs in public practice. Drafts of the specific
bylaw provisions are presented in part 6 of this report, “ Proposed Bylaw
Amendments and Council Resolutions.” A new provision, section 2.2.3,
would be added to establish an admission requirement relating to participation
in an approved practice-monitoring program, and a new provision, section
2.3.4, would be added to establish participation in an approved practice
monitoring program as a membership-retention requirement for members in
public practice. The effect of adopting those provisions would be as follows:
1. Members in public practice may retain their membership only if they
practice in firms that participate in an Institute-approved practice-moni
toring program. Approved programs would consist of the quality review
program established by the Institute, in cooperation with state societies,
and the peer review programs of the Division for CPA Firms. Reviews
conducted by associations of CPA firms are an integral part of those
approved programs.
2. Unless a firm enrolls in an approved program, its proprietor, partners, or
shareholders will become ineligible for AICPA membership six months
after the adoption of the provision, and its employees will become ineligi
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ble two years after the adoption of the provision, or two years after they
become licensed as CPAs, whichever is later. For example, if the provi
sion is adopted by late 1987, a firm would have to enroll in an approved
program by June 1988 for its partners and shareholders to be eligible to
continue their AICPA membership beyond that date. However, em
ployees of the firm would be allowed to retain AICPA membership for
two years beyond that date to allow time for such members to associate
with a firm that participates in an approved program.
3. A CPA in the practice of public accounting as a proprietor, partner, or
shareholder, or as an employee who has been licensed as a CPA for more
than two years, who seeks to join the AICPA would have to be associated
with a firm that is enrolled in, or has submitted an application for enroll
ment in, an approved program.
Section 3.6.2.1 of the bylaws, “ Nominations Committee,” would be revised
as shown in exhibit 2, page 51, to assign the Nominations Committee the
responsibility for nominating persons to serve as members of the Quality
Review Executive Committee.
Section 7.2 of the bylaws, “Termination of Membership for Nonpayment of
Financial Obligation,” would be revised as shown on page 52 to add a provision
for the termination of membership for failure to comply with the practice-moni
toring membership retention requirement. Also, section 7.6 of the bylaws,
“ Publication of Disciplinary Action,” would be revised as shown on page 55.
This revision will authorize publication in an Institute membership periodical
of the termination of a firm’s participation in an approved practice-monitoring
program because of disciplinary action.

IMPLEMENTING COUNCIL RESOLUTIONS
The proposed implementing Council resolutions under the proposed bylaw
provisions are presented in part 6 of this report. They consist of proposed reso
lutions under the following bylaw provisions:
1. Under the membership admission and retention requirements (the pro
posed new section 2.2.3 and 2.3.4 of the bylaws), an implementing
Council resolution as shown in part 6, page 56, would be required (a) to
establish a quality review division, (b) to designate the approved practicemonitoring programs, (c) to specify the conditions of compliance, and
(d) to provide for the election by Council of an executive committee for
the quality review division.
2. Under section 3.6 of the bylaws, “ Committees,” a revised implementing
Council resolution as shown on page 58 would be required to designate
the executive committee for the quality review program a senior technical
committee.
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3. Under section 3.6.2.3 of the bylaws, “ Trial Board,” a revised implement
ing Council resolution as shown on page 60 would be required to give the
joint trial board appellate authority to consider an appeal of a decision in
disciplinary proceedings under the practice-monitoring program to termi
nate a firm’s participation.
4. Under section 7.2 of the bylaws, “ Termination of Membership for Non
payment of Financial Obligation,” the implementing resolution would be
revised as shown on page 61 to include a provision establishing proce
dures for reinstatement following a termination for failure to meet the
practice-monitoring requirement.
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P art 3

Plan to Revise Procedures for Complaints
in the Ethics Division and to Reorganize the
Joint Ethics Enforcement Program and the
Joint Trial Board
The Anderson committee recommended that the Institute establish more
effective procedures for handling complaints by redefining the roles, responsi
bilities, and relationships of the AICPA and state CPA societies in the Joint
Ethics Enforcement Program (JEEP).

DESCRIPTION OF THE PLAN OF
IMPLEMENTATION
Implementation of that recommendation will require the establishment of
revised procedures for handling complaints in the Professional Ethics Division.
It will also require revisions of (1) the AICPA’s contractual arrangements with
state CPA societies under JEEP, (2) the arrangements for conducting discipli
nary proceedings under JEEP, and (3) the structure and procedures for the Joint
Trial Board Division.
The implementation plan contains descriptions of the proposed procedures
and arrangements, suggested revisions to the bylaws, and suggested revisions
to implementing resolutions of Council.

PROCEDURES FOR HANDLING
COMPLAINTS
Under current bylaw and Code provisions, the AICPA’s Professional Ethics
Division and state society ethics committees investigate and resolve, under
JEEP, all complaints against members that allege technical and ethical viola
tions of the Institute’s Code of Professional Ethics. The resolution of such com
plaints may involve the presentation of cases to the regional trial boards. An
important objective of JEEP is to promote timely investigations of such matters
in accordance with established due-process procedures. Under the current
JEEP arrangement, the AICPA’s Professional Ethics Division refers potential
disciplinary matters involving joint members to state society ethics commit
tees, except those that involve (1) broad national interests, (2) litigation,
(3) federal government regulatory proceedings, (4) investigations by the Spe
cial Investigations Committee of the SEC Practice Section of the AICPA Divi
sion for CPA Firms, (5) referrals from agencies of the federal government, and
(6) persons who are members of more than one state society.
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The proposed implementation plan will establish procedures for handling
complaints as follows:
1. The Professional Ethics Division will receive all complaints. It will send
a copy of each complaint against a member in public practice involving
technical or independence standards to the AICPA or state CPA commit
tee that administers the reviews of the member’s firm under the practice
monitoring program. This information will aid the committee in doing
effective reviews, but the committee itself will not investigate the com
plaint.
2. The Professional Ethics Division will initiate an inquiry to ascertain the
validity of the complaint as well as the appropriate response. Depending
on its findings in the inquiry and the extent of cooperation by the member
involved, the division will dispose of complaints in one of the following
ways:
a. The inquiry will be terminated if no deficiencies in performance are
found.
b. A complaint against a member in public practice involving compli
ance with technical or independence standards will be referred to the
committee administering reviews of the member’s firm under the prac
tice-monitoring program to aid that committee in planning and con
ducting reviews. The Professional Ethics Division may, at its
discretion, dispose of such complaints in this way at any point in its
inquiry.
c. Educational and remedial or corrective actions will be required when
deficiencies in performance are found that are not sufficiently serious
to warrant referral to the trial board.
d. If a member refuses to cooperate or if the deficiencies are found to be
sufficiently serious or to have resulted from actions undertaken know
ingly with the intent to mislead, the matter will be presented to the trial
board for disciplinary action.
The Professional Ethics Division will notify the AICPA or the state CPA
society committees administering reviews of its disposition of complaints
against members in public practice alleging violations of technical or
independence standards. Similarly, the findings of the trial board involv
ing members in practice will be reported to those committees. The pur
pose of the reports in each case will be to provide those committees with
information to enable them to conduct more effective reviews under the
practice-monitoring program.
When the Professional Ethics Division requires a member in public
practice to take educational and remedial or corrective action for failure to
comply with technical or independence standards, or for failure to com
ply with behavioral standards in circumstances in which the division
believes that the failure evidences a firm-wide problem, the division’s
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complete file on its inquiry will be referred to the committee administer
ing the firm’s reviews to aid that committee in doing effective reviews.
3. For disciplinary actions taken as a result of a decision of the trial board,
the Professional Ethics Division will maintain a record of, and disclose
upon request, the information that the bylaws now authorize the Trial
Board Division to publish. (This information will continue to be pub
lished in the CPA Letter.)
State societies will be asked to adopt similar procedures for complaints that
they may handle under the arrangements described below.

JEEP ARRANGEMENTS WITH STATE
SOCIETIES
The Institute’s contract with the state societies under JEEP would be revised
(1) to incorporate the procedures for complaints outlined above and (2) to pro
vide for increased liaison between the ethics division and state society ethics
committees. The revised agreement would provide that the Professional Ethics
Division hold more frequent meetings with state societies to ascertain the level
of ethics activity and the degree of compliance with JEEP provisions. Those
meetings would be devoted primarily to improving ongoing communications to
enhance the efficiency and effectiveness of JEEP through activities such as the
following:
1. Working with the state society to develop procedures on how to improve
the overall handling of ethics matters, including how to conduct ethics
inquiries more effectively
2. Consulting with the state societies on ways they might increase the
amount of resources devoted to the ethics function and allocate those
resources more effectively
Under the revised JEEP contract, a state society can elect one of the follow
ing two participation options:
1. Deal with complaints as provided under the current JEEP arrangement
but in accordance with the procedures for handling complaints outlined
above.
2. Allow the AICPA Professional Ethics Division to deal with complaints
against its members. Under this option, the division would dispose of
complaints in cases involving joint members by taking action after sub
mitting its finding to the state society for its review and concurrence, or
nonconcurrence, in the same action. The division would refer its findings
in a case involving a member of a state society only to that state society for
its action.
Before selecting an option, a state society will be expected to consult with the
AICPA’s Professional Ethics Division.
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REORGANIZATION OF THE
JOINT TRIAL BOARD
The regional trial boards would be consolidated into a single joint trial board
to serve as a hearing body in disciplinary proceedings against AICPA and state
society members. This arrangement would require reestablishing a trial board
structure similar to the one that existed before 1975, when the trial board con
sisted of twenty-one members selected from present or former members of
Council.
The AICPA and several state CPA societies established JEEP in August
1975. Under that arrangement, the AICPA trial board became a joint trial board
made up of twelve regional trial boards and a national review board. Four of the
large states— California, Illinois, New York, and Texas— constituted separate
regions. Other states were divided into regions based on the number of CPAs in
those states and their geographical locations. The states designated the mem
bers of the regional trial boards, and each region had at least twenty-five mem
bers. In the early years of JEEP, the joint trial board was very large, with about
350 members.
JEEP was established for three reasons: (1) to promote uniformity, (2) to
reduce duplications in states with active enforcement programs, and (3) to
encourage other states to become more active by providing the support of
AICPA resources. States were urged to eliminate their trial boards and use the
expanded national joint trial board. The AICPA gave up its exclusive right to
appoint members of panels to hear cases against its members but retained
administrative responsibility for the program. The arrangement was made to
encourage much greater enforcement.
It soon became clear, however, that the number of cases processed did not
increase. Moreover, the structure was top-heavy. The JEEP process required a
large number of qualified personnel, which meant that those involved in the
process were not available to serve on ethics committees or on state boards of
accountancy.
To remedy some of the problems, the joint trial board was reorganized in
1980. Under the present structure, each of the twelve regional trial boards, con
sisting of a chairman and members designated by the state CPA societies within
each region, hears and adjudicates charges against members of the Institute or
against members of participating state societies in the region. In the four large
states that constitute separate regions, the state society designates three mem
bers to the regional trial board; in the other eight regions, the state society in
each state of the region appoints one member to serve on the regional trial
board. These boards range in size from three to eleven members. A five-mem
ber panel serves as a hearing body; it consists of two members from the regional
trial board appointed by the chairman of the regional trial board and three mem
bers of a state society selected by the society.
Despite the reorganization, activity of the trial board has not increased to the
level anticipated. A comparison of the trial board activity for the five years
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immediately preceding the establishment of JEEP with the five years of activity
under JEEP shows the following distribution:
Pre-1975
Trial Board

Last Five Years
Under JEEP

Year

Cases

Year

Cases

1970
1971
1972
1973
1974

2
19
16
11
14

1982
1983
1984
1985
1986

13
12
20
12
12

Totals

62

Totals

69

Moreover, the activity has not been evenly distributed geographically: six
teen of the seventy-five cases processed since 1980 were in the New York
region.
The level of activity is too low to support the maintenance of regional trial
boards on a stand-by basis. A centralized trial board must be created that will
require fewer members, provide greater uniformity in the process, and lead to a
more effective system for hearing and disposing of complaints. Such a Central
ized system will require a trial board process that provides experienced and
impartial members— individuals who can make consistent decisions and disci
pline members uniformly.
Because of the present structure’s rigidity, it is difficult to ensure that panel
members will have sufficient experience, particularly in a region that may be
holding its first hearing. The pre-JEEP structure provided members a fair hear
ing before impartial panels; reestablishing a similar structure should enhance
the effectiveness of the process.
The proposed plan of implementation would consolidate the regional trial
boards into a single joint trial board, one consisting of at least thirty-six mem
bers elected by Council from present or former members. State societies would
continue to participate in the process; each state society, without regard to
whether the state maintained its own trial board, would submit enough qualified
nominees to the AICPA’s Nominations Committee to permit selection of at least
three highly qualified nominees from each region. Others interested in the proc
ess can also submit nominees to the Institute’s Nominations Committee. A
large pool of candidates would allow the Nominations Committee to recom
mend a highly qualified slate to Council.
Membership in the Institute is an important property right, and the Institute
has the responsibility to assure that the right can be denied a member only
within a system that assures, to the maximum extent possible, fairness, imparti
ality, the right to appear before experienced triers of facts, and uniformity in the
discipline meted out.
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The structure, size, and operations of the trial board would be as follows:
1. Hearings would be conducted by subboards consisting of at least five
board members appointed to maximize representation from the general
area in which the member resides.
2. The trial board would consist of at least thirty-six members selected by
the AICPA Nominations Committee from present and former members of
Council and would be elected by Council. The Nominations Committee
would solicit nominations from the state societies in order to select at least
three highly qualified nominees from each of the twelve existing regions.
3. Membership on the trial board would be limited to two consecutive threeyear terms and would be staggered to permit orderly turnover.
4. The trial board would be authorized to establish its own operating proce
dures, and the members of the trial board would be authorized to elect a
chairman and vice chairman.

BYLAW AMENDMENTS
The plan would require some revised bylaw provisions. Part 6 of this report
presents drafts of proposed revisions to the bylaws. Under section 3.6 of the
bylaws, “ Committees,” section 3.6.2.1, “ Nominations Committee,” would be
revised as shown in exhibit 2, page 51, to assign the Nominations Committee
the responsibility for nominating persons to serve on the trial board, and section
3.6.2.3 would be revised as shown on page 51 to indicate the composition of the
proposed new trial board. Section 7.4 of the bylaws, “ Disciplining of Member
by Trial Board,” would be revised as shown on pages 53 and 54 for the follow
ing reasons: (1) to add a provision relating to failure to cooperate with the Ethics
Division and failure to take corrective action when requested, and (2) to modify
the procedures that states may follow under the JEEP agreement. The changes
in those resolutions are necessary to describe the process for disciplining mem
bers under the proposed new procedures for handling complaints.

IMPLEMENTING COUNCIL RESOLUTIONS
Part 6 of this report also presents drafts of proposed revisions that would be
required in implementing Council resolutions under the bylaws. The imple
menting Council resolution under section 3.6.2.2, “ Professional Ethics Divi
sion,” would be revised as shown on page 59 to reflect technical changes in the
investigation procedures of the ethics division. The implementing Council res
olution under section 3.6.2.3, “Trial Board,” would be revised as shown on
page 60 to recognize the consolidation of the regional trial boards into a single
joint trial board. The implementing Council resolution under section 7.4, “ Dis
ciplining of Member by Trial Board,” would be revised as shown on pages 62
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through 64 to eliminate procedures involving the regional trial boards and the
national review board and to establish new disciplinary procedures.
Also, the implementing Council resolution under section 7.6, “ Publication
of Disciplinary Action,” would be revised as shown on page 71 to authorize the
ethics division to disclose on request information on trial board actions, now
published in the CPA Letter, while continuing the authorization to publish such
information.
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Plan to Implement the Continuing Education
Requirement
The Anderson committee recommended that the Institute establish a
national, uniform continuing professional education requirement for all mem
bers (except those in retirement) to assure that all members maintain profes
sional competence. The Anderson committee recommended that members be
required to take a minimum of 120 hours of continuing education suitable to
their professional activities every three years, with a minimum of twenty hours
each year.

DESCRIPTION OF THE PLAN OF
IMPLEMENTATION
The plan of implementation would apply to all members except those in
retirement, but would establish different requirements for members in public
practice and for those who are not. It will require a member in public practice to
complete 120 hours for each three-year reporting period, beginning with the
1989 calendar year or the second full calendar year after the provision is adop
ted, with a minimum of twenty hours each year. It will require a member not in
public practice (1) to complete sixty hours during the first three-year reporting
period, beginning with the 1989 calendar year or the second full calendar year
after the provision is adopted, with a minimum of ten hours each year and (2) to
complete ninety hours during subsequent three-year reporting periods, with a
minimum of fifteen hours each year.
Any member who has not completed the required number of hours during a
reporting period will be allowed the two months immediately following the
period to make up the deficiency. Hours credited toward a deficiency during this
two-month period may not be counted toward either the requirement of the edu
cational year in which they are taken or the requirement for the three-year
reporting period in which they are taken.
Each member would have complete discretion in selecting continuing educa
tion suitable to his or her professional activities. The programs selected should
conform to the guidelines in Council’s May 12, 1971, resolution on continuing
education. Most continuing education programs comply with those guidelines.
The Board of Directors will be authorized to designate a body with authority
to grant exceptions from the requirements for reasons such as health, military
service, and foreign residency.
Because of concerns expressed about whether there should be a CPE require
ment for members not in public practice, the Board of Directors recommends a
separate vote of the membership on this issue. The proposal to fix the maximum
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requirement for members not in public practice ultimately at ninety hours, and
to provide for a maximum of sixty hours during a phase-in period for the first
three years, represents an attempt to tailor the program to the needs of that seg
ment of the membership. It is faithful to the principle that all CPAs should be
current in their areas of responsibility; it also responds to concerns raised by the
Members in Industry Committee and by many letters of comment. Members
not in public practice will have wide latitude in selecting continuing education
programs suitable to their professional activities; the guidelines established by
the implementing Council resolution will be structured to make that clear. For
example, a member in industry who is engaged in marketing activities may ful
fill the requirement by completing continuing education in marketing.
The membership retention requirement will not mandate any programs in
specific subject areas such as accounting and auditing. Both professional integ
rity and professional incentives would lead members to select balanced pro
grams with adequate substantive content.
Members will be required to demonstrate compliance with the membership
retention requirement by reporting at the time their annual membership dues are
paid. The reports will state the amount and nature of continuing education com
pleted during the preceding calendar year. The reporting provision will require
the following:
1. A member who complies with a state licensing or state society member
ship continuing education requirement will be deemed to be in compli
ance, provided such a requirement is for an average of forty hours per
year and provided the member submits a statement of compliance with
such a requirement showing completion of at least twenty hours each
year.
2. A member who is not subject to such a state requirement will submit
annually a report of the amount of continuing education completed during
the immediately preceding calendar year. The report will show for each
program completed (a) the sponsoring organization, (b) the location at
which the program was given, (c) the title of the program or a description
of its contents, (d) the dates attended, and (e) the number of hours
claimed.
The membership will be asked to approve a bylaw provision making compli
ance with a continuing education requirement a condition for membership con
tinuance, and Council will be asked to adopt an implementing resolution
establishing basic requirements and guidelines. The requirement should be
made effective for the three-year reporting period beginning with the 1989 cal
endar year, or with the second full calendar year after the bylaw provision is
adopted. Reporting should be on a calendar-year basis.

42

BYLAW PROVISIONS
Part 6 of this report presents drafts of a proposed bylaw provision to imple
ment the continuing education requirement. The membership will be asked to
approve a bylaw provision as shown on page 50 of this report that would make
compliance with a continuing education requirement a condition precedent to
membership retention. The membership would also be asked to approve a revi
sion of section 7.2, “Termination of Membership for Nonpayment of Financial
Obligations,” as shown on page 52 of this report to deal with the termination of
membership for failure to comply with the continuing education membershipretention provision.

IMPLEMENTING COUNCIL RESOLUTIONS
An implementing Council resolution as shown on page 57 would be adopted
to establish the basic requirements and the guidelines under the continuing edu
cation bylaw provision.
A revision of the implementing Council resolution under bylaws section 7.2,
“ Termination of Membership for Nonpayment of Financial Obligations,” as
shown on page 61 would also be required to establish the conditions under
which a person whose membership was terminated for failure to comply with
the continuing education membership-retention provision may be reinstated by
the Board of Directors.

43

P

a r t

5

Plan to Implement the Postbaccalaureate
Education Requirement
The Anderson committee recommended that the Institute take appropriate
action before the year 2000 to establish a membership admission provision that
would require those entering the profession after the year 2000 to have com
pleted an education program consisting of a baccalaureate degree and thirty
hours of postbaccalaureate education.

DESCRIPTION OF THE PLAN OF
IMPLEMENTATION
Action to implement that recommendation would require approval by the
AICPA membership of a bylaw provision that would add a requirement for
admission to membership that would become effective after the year 2000. The
adoption now of such a requirement is intended to reinforce the Institute’s long
standing commitment to, and promotion of, the postbaccalaureate education
program as a basic requirement for entering the profession; to encourage licens
ing jurisdictions to adopt such a requirement as a condition for licensing CPAs;
and to encourage institutions of higher education to establish the required
programs.

BYLAW PROVISION
The plan would require the membership to approve a new bylaw provision
for admission to membership. Part 6 of this report presents a draft of a proposed
provision on pages 49 and 50. It is based on the education requirement in the
Model Accountancy Bill, which was adopted jointly by the Institute and the
National Association of State Boards of Accountancy.
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Proposed Bylaw Amendments and
Council Resolutions
New bylaw provisions are needed to implement the practice-monitoring pro
gram, the continuing education requirement, and the postbaccalaureate educa
tion requirement. Other sections of the bylaws require both substantive and
technical revisions. The new and the revised sections of the bylaws are pre
sented in this part of the plan of implementation as follows:
Exhibit 1: “ Proposed Amendment to Section 2 of the Bylaws—Admission to
Membership and Association.”
Exhibit 2: “ Proposed Amendment to Section 3.6 of the Bylaws— Commit
tees.”
Exhibit 3: “ Proposed Amendment to Section 7.2 of the Bylaws—Termina
tion of Membership for Nonpayment of Financial Obligation.”
Exhibit 4: “ Proposed Amendment to Section 7.4 of the Bylaws— Disciplin
ing of Member by Trial Board.”
Exhibit 5: “ Proposed Amendment to Section 7.6 of the Bylaws— Publica
tion of Disciplinary Action.”
The new and revised Council resolutions are presented in this section of the
plan of implementation as follows:
Exhibit 6: “ Proposed Implementing Council Resolution Under Sections
2.2.3 and 2.3.4 of the Bylaws to Authorize the Quality Review Program and
to Implement the Practice-Monitoring Requirement.”
Exhibit 7: “ Proposed Implementing Resolution Under Section 2.3.3 of the
Bylaws— Continuing Professional Education.”
Exhibit 8: “ Proposed Revised Implementing Council Resolution Under Sec
tion 3.6 of the Bylaws—Committees.”
Exhibit 9: “ Proposed Revised Implementing Council Resolution Under Sec
tion 3.6.2.2 of the Bylaws— Professional Ethics Division.”
Exhibit 10: “ Proposed Revised Implementing Council Resolution Under
Section 3.6.2.3 of the Bylaws—Joint Trial Board.”
Exhibit 11: “ Proposed Revised Implementing Council Resolution Under
Section 7.2 of the Bylaws—Termination of Membership for Nonpayment of
Financial Obligation.”
Exhibit 12: “ Proposed Revised Implementing Council Resolution Under
Section 7.4 of the Bylaws— Disciplining of Member by Trial Board.”
Exhibit 13: “ Proposed Revised Implementing Council Resolution Under
Section 7.6 of the Bylaws— Publication of Disciplinary Action.”
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Exhibit 14: “ Proposed Revised Council Resolutions Designating Bodies to
Promulgate Technical Standards.”
Exhibit 15: “ Proposed Revised Council Resolution Permitting Professional
Corporations or Associations.”
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Exhibit 1

PROPOSED AMENDMENT TO SECTION 2 OF
THE BYLAWS — ADMISSION TO MEMBERSHIP
AND ASSOCIATION
(Adoption of the following proposals will require mechanical renumeration
of other sections not shown.)

Admission to, a n d R eten tion o f ,
Membership and Association

2.1

Members

Members of the Institute shall be
2.1.1
2.1.2

2.2

Members of the Institute at the effective date of these bylaws and
Persons who shall qualify for admission as provided in section 2.2
of this article and who shall be admitted under procedures adopted
by the Board of Directors.
Requirements for Admission to Membership

The following persons may qualify for admission as members of the
Institute:
2.2.1

2.2.2

2.2.3

Those who are in possession of a valid and unrevoked certified pub
lic accountant certificate issued by a legally constituted state
authority and,
Who shall have passed an examination in accounting and other
related subjects satisfactory to the board of directors, and
Who, if engaged in the practice of public accounting as a proprietor,
partner, or shareholder or as an employee who has been licensed as a
CPA fo r more than two years, are practicing in firms enrolled in
Institute-approved practice-monitoring programs.
(See implementing resolution, page 56.)

2.2.4

Those applying fo r membership who first become eligible to take the
examination required by section 2.2.2 after the year 2000 who shall
have been awarded a baccalaureate degree or its equivalent from an
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accredited college or university and who also shall have completed
not less than thirty semester hours o f additional education at an
accredited college or university.
2.3

Requirements fo r Retention o f Membership

Members o f the Institute shall
2.3.1
2.3.2
2.3.3

Pay dues as established by Council.
Conform with these bylaws and the Rules o f the Code o f Professional
Conduct.
Complete continuing professional education requirements estab
lished by Council.
(See implementing resolution, page 57.)

2.3.4

Engage in the practice o f public accounting only with a firm that is
enrolled in an Institute-approved practice-monitoring program.
(See implementing resolution, page 56.)

50

Exhibit 2

PROPOSED AMENDMENT TO SECTION 3.6 OF
THE BYLAWS — COMMITTEES
The proposed revision to section 3.6 changes section 3.6.2.1 to expand the
responsibility of the Nominations committee and changes section 3.6.2.3 to
indicate the name and composition of the trial board. Other sections are not
shown.
3.6.2.1

Nominations Committee

There shall be a nominations committee composed of eleven members of
the Institute, elected by the Council in such manner as the Council shall
prescribe. It shall be the responsibility of the committee to make nomina
tions for the offices of chairman of the board of directors, vice chairman of
the board of directors, board vice presidents, treasurer, the elected mem
bers of the board of directors, the national review board, joint trial
board, the quality review executive committee, and the Council, as else
where provided in these bylaws, and to apportion among the states directly
elected Council seats pursuant to section 6.1.2.
(See implementing resolution, page 52.)
3.6.2.3

Joint Trial Board

There shall be a trial board consisting of members present or former mem
bers o f Council possessing a valid and unrevoked certified public accoun
tant certificate to adjudicate disciplinary charges against members of the
Institute pursuant to section 7.4. Members of the trial board shall be
elected by the Council for such terms as the Council may prescribe.
The trial board is empowered to adopt rules, consistent with these
bylaws or actions of the Council, governing procedure in cases heard by
any hearing panel, and in connection with any application for review of a
decision of a hearing panel.
Decisions of any hearing panel shall be subject to review only by the trial
board.
(See implementing resolution, page 60.)
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Exhibit 3

PROPOSED AMENDMENT TO SECTION 7.2
OF THE BYLAWS — TERMINATION OF
MEMBERSHIP FOR NONPAYMENT
OF FINANCIAL OBLIGATION
7.2

Termination of Membership for Nonpayment of Financial Obliga
tion or for Failure to Comply With Membership-Retention Require
ments
The board of directors may, in its discretion, terminate the member
ship of a member who fails to pay his dues or any other obligation to
the Institute within five months after such debt has become due and
terminate the membership o f a member who fails to comply with the
practice-monitoring or continuing education membership-retention
requirements. The Council shall provide fo r consideration and disposi
tion by the trial board, with or without hearing, of a timely written peti
tion that membership should not be terminated pursuant to this section.
Any membership so terminated may be reinstated by the board of
directors, under such conditions and procedures as the Council may
prescribe.
(See implementing resolution, page 61.)
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Exhibit 4

PROPOSED AMENDMENT TO SECTION 7.4 OF
THE BYLAWS— DISCIPLINING OF MEMBER
BY TRIAL BOARD
7.4

Disciplining of Member by Tr ial Board

Under such conditions and by such procedure as the Council may pre
scribe, a hearing panel of the trial board, by a two-thirds vote of the mem
bers present and voting, may expel a member (except as otherwise
provided in section 7.4.3), or by a majority vote of the members present
and voting, may suspend a member for a period not to exceed two years not
counting any suspension imposed under sections 7.3.1 and 7.3.2, or may
impose such lesser sanctions as the Council may prescribe on any member
if the member
7.4.1 He infringes any of these bylaws or any provision rule of the code of
professional ethics conduct;
7.4.2 He is declared by a court of competent jurisdiction to have commit
ted any fraud;
7.4.3 He is held by a hearing panel of the trial board to have been guilty
of an act discreditable to the profession, or to have been convicted of a
criminal offense which tends to discredit the profession; provided that
should a hearing panel of the trial board find by a majority vote that he has
been convicted by a criminal court of an offense involving moral turpitude,
or any of the offenses enumerated in section 7.3.1, the penalty shall be
expulsion;
7.4.4 He is declared by any competent court to be insane or otherwise
incompetent;
7.4.5 His is subject to the suspension, revocation, withdrawal, or cancel
lation o f the member's certificate as a certified public accountant or license
or permit to practice as such or to practice public accounting is suspended ,
revoked, withdrawn, or cancelled as a disciplinary measure by any gov
ernmental authority; or
7.4.6 He fails to cooperate with the professional ethics division in any
disciplinary investigation of him o r his the member or a partner or
employee o f the firm by not making a substantive response to interrogato
ries or a request for documents from a committee of the professional ethics
division or by not complying with the educational and remedial or corrective
a ctio n d e te rm in e d to be n ece ssa ry by th e p r o fe ss io n a l eth ics
executive committee, within thirty days of their posting after the posting o f
notice o f such interrogatories, or a request fo r documents, or directive to
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take CPE or corrective action by registered or certified mail, postage pre
paid, to him at his the member at the member’s last-known address shown
on the books of the Institute.
With respect to a member residing in a state in which the state society
has entered into an agreement approved by the Institute’s board of direc
tors for the to deal with complaints against society members in cooperation
with the professional ethics division, conduct of joint trial board hearings,
disciplinary hearings shall be conducted before the appropriate hearing
panel a hearing panel o f the joint trial board.
(See implementing resolution, page 62.)

54

Exhibit 5

PROPOSED AMENDMENT TO SECTION 7.6 OF
THE BYLAWS— PUBLICATION OF
DISCIPLINARY ACTION
7.6

Publication of Disciplinary Action

Notice of disciplinary action pursuant to section 7.3 or 7.4 or o f termina
tion o f participation o f a member’s firm in an Institute-approved practice
monitoring program, together with a statement of the reasons therefor,
shall be published in such form and manner as the Council may prescribe.
(See implementing resolution, page 63.)
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Exhibit 6

PROPOSED IMPLEMENTING COUNCIL
RESOLUTION UNDER SECTIONS 2.2.3 AND 2.3.4
OF THE BYLAWS TO AUTHORIZE THE
QUALITY REVIEW PROGRAM AND TO
IMPLEMENT THE PRACTICE-MONITORING
REQUIREMENT
Resolved: That the Board o f Directors is authorized to establish within the
Institute a Quality Review Division governed by an executive committee hav
ing senior status with authority to carry out the activities of the division. The
primary activities o f the division will be (1) to establish and conduct, in coop
eration with state CPA societies, a quality review program fo r AICPA and
state society members engaged in the public practice of accounting and (2) to
conduct reviews o f firms enrolled in the program. Such activities shall not
conflict with the policies and standards o f the AICPA and should be subject to
the oversight o f the Board o f Directors. The nominees to serve on the execu
tive committee of the division shall be selected by the AICPA Nominations
Committee, and the members o f the committee shall be elected by Council.
Further Resolved: That in order fo r members o f the Institute engaged in
the practice o f public accounting to retain their membership beyond the peri
ods set forth in this resolution, they shall be associated as proprietors, part
ners, shareholders, or employees o f firms enrolled in an approved practice
review program as designated in this resolution. A memberfirm o f the AICPA
Division fo r CPA Firms or a firm enrolled in the quality review program
established by this resolution shall be deemed to be enrolled in an approved
program under sections 2.2.3 and 2.3.4 o f the bylaws.
Further Resolved: That a member in public practice associated with a firm
as a proprietor, partner, or shareholder will become ineligible to retain
AICPA membership six months after the adoption o f section 2.3.4 unless the
firm enrolls in an approved practice-monitoring program and that a member
associated with a firm as an employee will become ineligible two years after
the adoption o f section 2.3.4, or two years after becoming licensed as a CPA,
whichever is later, unless the firm enrolls in an approved program.
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Exhibit 7

PROPOSED IMPLEMENTING RESOLUTION
UNDER SECTION 2.3.3 OF THE
BYLAWS— CONTINUING PROFESSIONAL
EDUCATION
Resolved: That pursuant to section 2.3.3 o f the bylaws the basic continuing
professional education requirements fo r membership in the American Insti
tute o f Certified Public Accountants shall be
1. For each three-year reporting period beginning with the 1989 calendar
year, or with the second fu ll calendar year after the adoption o f the
bylaws provision, all AICPA members except those in retirement shall
demonstrate fo r each calendar year that they have completed accept
able continuing education as follows:
a. A member in public practice shall, during each three-year reporting
period, complete 120 hours with a minimum o f twenty hours each
year.
b. A member not engaged in public practice shall, during the first
three-year reporting period after the adoption o f the bylaw provi
sion, complete sixty hours with a minimum o f ten hours in each year
and shall, during subsequent three-year reporting periods, complete
ninety hours with a minimum o f fifteen hours each year.
c. A member who complies with a state licensing or state society mem
bership continuing education requirement shall be deemed to be in
compliance with this provision, provided such a requirement is fo r
an average of forty hours per year and provided the member submits
a statement o f compliance with such a requirement showing comple
tion o f at least twenty hours each year.
d. A member who is not subject to such a state requirement shall sub
mit each year a report o f the amount of continuing education com
pleted during the immediately preceding calendar year showing fo r
each program completed (1) the sponsoring organization, (2) the
location at which the program was given, (3) the title of the program
or a description o f its contents, (4) the dates attended, and (5) the
number o f hours claimed.
Further Resolved: That the Board o f Directors shall designate a body with
the authority to grant exceptions fo r reasons such as health, military service,
foreign residency, and other similar reasons.

57

Exhibit 8

PROPOSED REVISED IMPLEMENTING
COUNCIL RESOLUTION UNDER SECTION 3.6
OF THE BYLAWS — COMMITTEES
Resolved:
(1) That the following be designated as senior committees and boards:
•
•
•
•
•
•
•
•
•
•
•

Accounting and review services committee
Accounting standards executive committee
Auditing standards board
Board of examiners
Federal taxation executive committee
Management advisory services executive committee
Private companies practice section executive committee
Continuing professional education executive committee
Professional ethics executive committee
Quality review executive committee
SEC practice section executive committee, and further

(2) That the following senior technical committees be authorized to
make public statements, without clearance with the Council or the
board of directors, on matters related to their area of practice.
•
•
•
•
•
•
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Accounting and review services committee
Accounting standards executive committee
Auditing standards board
Federal taxation executive committee
Management advisory services executive committee
Professional ethics executive committee

Exhibit 9

PROPOSED REVISED IMPLEMENTING
COUNCIL RESOLUTION UNDER SECTION
3.6.2.2 OF THE BYLAWS — PROFESSIONAL
ETHICS DIVISION
Resolved:
.06 That in cases where the professional ethics executive committee con
cludes that a prima facie violation of the code of professional ethics or
bylaws is not of sufficient gravity to warrant further formal action, it may
issue an administrative reprimand,-and may direct the member or mem
bers concerned to complete specified continuing professional education
courses, or to take other remedial or corrective action, provided, however,
that there will be no publication of such administrative reprimand
action in the Institute’s principal membership periodical and the member
concerned is notified of his right to reject the reprimand such direction. In
the case of such a rejection, the professional ethics executive committee
shall determine whether to bring the matter to a hearing panel of the trial
board for a hearing.
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Exhibit 10

PROPOSED REVISED IMPLEMENTING
COUNCIL RESOLUTION UNDER SECTION
3.6.2.3 OF THE BYLAWS — JOINT TRIAL BOARD
Resolved: That the joint trial board shall consist o f at least thirty-six mem
bers electedfor a three-year term by Council on a staggered basis from among
its present and former members on nomination o f the nominations commit
tee. No member shall serve more than two fu ll successive terms. The size of
the trial board shall be determined by the Board o f Directors. No member o f
the Institute, o f a state society ethics committee, or o f a state board o f accoun
tancy shall be a member of the trial board.
The trial board shall elect from its membership a chairman and a vice
chairman, the vice chairman to serve as chairman during any period of
unavailability o f the chairman. It shall also elect a secretary who need not be
a member.
The chairman or vice chairman, when acting as chairman, pursuant to the
trial board rules of practice and procedure, may appointfrom the members of
the trial board a panel o f not less thanfive members, which may, but need not,
include himself to sit as a sub-board and hear and adjudicate charges against
members, or an ad hoc committee consisting of not less than three members
o f the trial board to consider requests fo r nonapplication of section 7.3. Deci
sions o f sub-boards shall be reviewable by the trial board under the conditions
and procedures as provided fo r in Council resolution under section 7.4 of the
bylaws.
Resolved: That the trial board is authorized to receive and act on petitions
requesting review o f a decision o f the Quality Review Executive Committee
terminating a firm's participation in the practice-monitoring program. Fol
lowing such review, the trial board may affirm, modify, or reverse all or any
part o f the executive committee's decision, but it may not increase the severity
o f the committee's sanction.
Resolved: That the trial board may hear and adjudicate charges involving
alleged violations o f a state CPA society's bylaws or code of professional eth
ics when there is in force a written agreementfo r such procedure between the
Institute and the state CPA society concerned.
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Exhibit 11

PROPOSED REVISED IMPLEMENTING
COUNCIL RESOLUTION UNDER SECTION 7.2
OF THE BYLAWS— TERMINATION OF
MEMBERSHIP FOR NONPAYMENT OF
FINANCIAL OBLIGATION
Under Section 7.2 Termination of Membership for Nonpayment of Finan
cial Obligation orfo r Failure to Comply With a Membership-Retention Requirement
Resolved: That if a person whose membership has terminated for non
payment of dues or other financial obligation shall apply for reinstate
ment, the board of directors, in its discretion, may reinstate him the mem
ber, provided that he shall have paid to the Institute all dues and other
obligations owing by him to the Institute at the time his membership was
terminated shall have been paid.
Further resolved: That if a person whose membership has terminated for
failure to comply with membership-retention requirements relating to CPE or
practice-monitoring shall apply fo r reinstatement, the Board o f Directors, in
its discretion, may reinstate the person as a member provided the person shall
have satisfactorily demonstrated that the failure to comply with the CPE or
practice-monitoring requirements has been rectified.
Further resolved: That no person shall be considered to have resigned
in good standing if at the time of his resignation he the person was in debt
to the Institute for dues or other obligations. A member submitting his a
resignation after the beginning of the fiscal year, but before expiration of
the time limit for payment of dues or other obligations, may attain good
standing by paying dues prorated according to the portion of the fiscal year
which has elapsed, provided obligations other than dues shall have been
paid in full.
A member who has resigned or whose membership has terminated in
any manner may not file a new application for admission but may apply for
reinstatement under this resolution or applicable provisions of the bylaws.
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Exhibit 12

PROPOSED REVISED IMPLEMENTING
COUNCIL RESOLUTION UNDER SECTION 7.4
OF THE BYLAWS — DISCIPLINING OF
MEMBER BY JOINT TRIAL BOARD
Resolved:
That
(1) Any complaint preferred against a member under section 7.4 of the
bylaws shall be submitted to the professional ethics division, which in
turn may refer the complaint for investigation and recommendation to
an ethics committee (or its equivalent) of a state society of certified
public accountants which has made an agreement with the Institute of
the type authorized in section 7.4 of the bylaws. If, upon consideration
of the complaint, investigation and/or recommendation thereon, it
appears that a prima facie case is established showing a violation of any
applicable bylaws or any provision rule of the code of professional
ethics conduct of the Institute or any state society making an agree
ment with the Institute referred to above or showing any conduct dis
creditable to a certified public accountant, the professional ethics divi
sion or the ethics committee of such state society shall report the
matter to the secretary of the joint trial board division who shall sum
mon the member involved to appear in answer at the next convenient
meeting of a panel of the appropriate regional joint trial board-or-a
panel o f the national review board appointed to hear the case under
paragraph 3(b) provided, however, that with respect to a case falling
within the scope of section 7.3 of the bylaws the division or such state
society ethics committee shall have discretion as to when and whether
to report the matter to the secretary for such summoning.
(2) (a) If the professional ethics division or state society ethics committee
shall dismiss any complaint preferred against a member or shall
fail to initiate its investigation inquiry within ninety days after such
complaint is presented to it in writing, the member preferring the
complaint may present the complaint in writing to the national
review joint trial board, provided, however, that this provision
shall not apply to a case falling within the scope of section 7.3.
(b) The chairman of the national review joint trial board shall cause
such investigation to be made of the matter as he may deem neces
sary, and shall either dismiss the complaint or refer it to the secre
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tary of the joint trial board division who shall summon the
member involved thereby to appear before the panel appointed in
paragraph (c) hereof to hear the case.
(c) Prior to causing the investigation referred to in paragraph (a), the
chairman of the national review trial board who shall designate
six members of the national review trial board who shall not be
involved in such investigation in order that five of them may be
appointed to an independent hearing panel if necessary. He shall
report the names of such members to the secretary of the joint trial
board division prior to any action under paragraph (a).
(3) That fo r the purpose o f adjudicating charges against members o f the
Institute, as provided in the foregoing paragraphs o f this resolution, the
following must take place:
(a) The secretary o f the Institute shall mail to the member concerned, at
least thirty days prior to the proposed meeting o f the trial board or any
sub-board appointed to hear the case, written notice o f the charges to
be adjudicated. Such notice, when mailed by registered mail, postage
prepaid, addressed to the member concerned at the member’s last
known address, according to the records o f the Institute, shall be
deemed properly served.
(b) After hearing the evidence presented by the Professional Ethics Divi
sion or other complainant, and by the defense, the trial board or sub
board hearing the case, a quorum present, by vote o f the members
present and voting, may, in a manner consistent with section 7.4 of
the bylaws, admonish, suspend fo r a period o f not more than two
years, or expel the member against whom complaint is made, pro
vided that in any case in which the trial board or a sub-board finds
that a member has departed from the profession’s technical stand
ards it may also direct the member concerned to complete specified
professional development courses and to report to the trial board
upon such completion.
(c) In a case decided by a sub-board, the member concerned may request
a review by the trial board o f the decision o f the sub-board, provided
such a request fo r review is filed with the secretary o f the trial board
at the principal office o f the Institute within thirty days after the deci
sion o f the sub-board, and that such information as may be required
by the rules o f the trial board shall be filed with such request. Such a
review shall not be a matter o f right. Each such requestfo r a review
shall be considered by an ad hoc committee to be appointed by the
chairman o f the trial board, or its vice chairman in the event o f his
unavailability, and composed o f not less than five members o f the
trial board who did not participate in the prior proceedings in the
case. The ad hoc committee shall have power to decide whether or not
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such request fo r review by the trial board shall be allowed, and such
committee’s decision that such request shall not be allowed shall be
final and subject to no further review. A quorum of such ad hoc com
mittee shall consist o f a majority o f those appointed. I f such request
fo r review is allowed, the trial board shall review the decision o f the
sub-board in accordance with its rules of practice and procedure. On
review o f such decision, the trial board may affirm, modify, or
reverse all or any part o f such decision or make such other disposi
tion o f the case as it deems appropriate. The trial board may by gen
eral rule indicate the character o f reasons that may be considered to
be o f sufficient importance to warrant an ad hoc committee granting
a request fo r review o f a decision o f a sub-board.
(d) Any decision o f the trial board, including any decision reviewing a
decision o f a sub-board, shall become effective when made, unless
the trial board’s decision indicates otherwise, in which latter event it
shall become effective at the time determined by the trial board. Any
decision o f a sub-board shall become effective as follows:
(i) Upon the expiration o f thirty days after it is made, if no request
fo r review is properly filed within such thirty-day period.
(ii) Upon the denial o f a requestfo r review, if such request has been
properly filed within such thirty-day period and is denied by the
ad hoc committee.
(iii) Upon the effective date o f a decision o f the trial board affirming
the decision o f a sub-board in cases where a review has been
granted by the ad hoc committee.
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Exhibit 13

PROPOSED REVISED IMPLEMENTING
COUNCIL RESOLUTION UNDER SECTION 7.6
OF THE BYLAWS — PUBLICATION OF
DISCIPLINARY ACTION
Resolved: That notice of disciplinary action taken under section 7.3 or
7.4 of the bylaws and the basis therefor shall be published in a membership
periodical of the Institute and the Professional Ethics Division shall main
tain a record o f such information and disclose that information upon request.
In the case of a suspension or termination pursuant to section 7.3 of the
bylaws, such notice shall be in a form approved by the chairman of the trial
board and shall disclose the name of the member concerned. In any action
pursuant to section 7.4 of the bylaws, the trial board or sub-board hearing
the case shall decide, by a majority vote of the members present and vot
ing, on the form of the notice of the case and the decision to be published
which shall disclose the name of the member involved when the member is
found guilty. The statement and decision, as released by the chairman,
trial board, or hearing panel, shall be published in a membership periodi
cal of the Institute. No such publication shall be made until such decision
has become effective.
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Exhibit 14

PROPOSED REVISED COUNCIL RESOLUTION
DESIGNATING BODIES TO PROMULGATE
TECHNICAL STANDARDS
Financial Accounting Standards Board
Whereas in 1959 the Council designated the Accounting Principles
Board to establish accounting principles, and
Whereas the Council is advised that the Financial Accounting Standards
Board has become operational, it is
Resolved, that as of the date hereof the Financial Accounting Standards
Board, in respect of statements of financial accounting standards finally
adopted by such board in accordance with its rules of procedure and the
bylaws of the Financial Accounting Foundation, be, and hereby is, desig
nated by this Council as the body to establish accounting principles pursu
ant to rule 203 and standards on disclosure of financial information fo r such
entities outside financial statements in published financial reports containing
financial statements under rule 202 of the Rules o f the Code of Professional
Conduct of the American Institute of Certified Public Accountants pro
vided, however, any accounting research bulletins, or opinions of the
accounting principles board issued or approved for exposure by the
accounting principles board prior to April 1 , 1973, and finally adopted by
such board on or before June 30, 1973, shall constitute statements of
accounting principles promulgated by a body designated by Council as
contemplated in rule 203 of the Rules o f the Code o f Professional Conduct
unless and until such time as they are expressly superseded by action of the
FASB.
Governmental Accounting Standards Board
Whereas: The Governmental Accounting Standards Board (GASB) has
been established by the Board of Trustees of the Financial Accounting
Foundation (FAF) to issue standards of financial accounting and reporting
with respect to activities and transactions of state and local governmental
entities, and
Whereas: The American Institute of Certified Public Accountants is a
signatory to the agreement creating the GASB as an arm of the FAF and
has supported the GASB professionally and financially, it is
Resolved: That as of the date hereof, the Governmental Accounting
Standards Board, with respect to Statements of Governmental Accounting
Standards adopted and issued in July 1984 and subsequently in accor
dance with its rules of procedure and the bylaws of the Financial Account
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ing Foundation, be and hereby is, designated by the Council of the
American Institute of Certified Public Accountants as the body to establish
financial accounting principles for state and local governmental entities
pursuant to rule 203, and standards on disclosure of financial information
for such entities outside financial statements in published financial reports
containing financial statements under rule 202.
PREAMBLE
Whereas: The membership of the Institute has adopted rule 202 of the
Rules o f the Code o f Professional Conduct, which authorizes the Council to
designate bodies to promulgate technical standards with which members
must comply, and therefore it is
Accounting and Review Services Committee
Resolved: That the AICPA Accounting and Review Services Committee
is hereby designated to promulgate technical standards under rule 202
with respect to unaudited financial statements or other unaudited financial
information of an entity that is not required to file financial statements with
a regulatory agency in connection with the sale or trading of its securities in
a public market, provided, however, that any such statements are subject
to review by affected senior technical committees of the Institute prior to
issuance.
Auditing Standards Board
Resolved: That the AICPA Auditing Standards Board is hereby designated as
the body authorized under rule 202 to promulgate auditing standards and
procedures to be observed by members o f the AICPA in accordance with the
AICPA Code o f Professional Ethics, and
Resolved: That the auditing standards board shall establish under state
ments on auditing standards the responsibilities of members with respect
to standards of disclosure of financial information outside financial state
ments in published financial reports containing financial statements.
Management Advisory Services Executive Committee
Resolved: That the AICPA Management Advisory Services Executive
Committee is hereby designated to promulgate technical standards under
rule 202 with respect to the offering of management advisory services, pro
vided, however, that such standards do not deal with the broad question of
what, if any, services should be proscribed, and provided further that any
such statements are subject to review by affected senior technical commit
tees of the Institute prior to issuance.
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Exhibit 15

PROPOSED REVISED COUNCIL RESOLUTION
PERMITTING PROFESSIONAL
CORPORATIONS OR ASSOCIATIONS
Resolved, that the characteristics of a professional corporation as referred
to in rule 505 of the code of professional ethics are as follows:
1. Name.— The name under whieh the professional corporation or
association renders professional services shall contain only the
names of one or more of the present or former shareholders or of
partners who were associated with a predecessor accounting firm .
Impersonal or fictitious names , as well as names which indicate a
specialty, are prohibited.
2.—Purpose.— The professional corporation or association shall not
provide services that are incompatible with the practice o f public
accounting.
3 . 1. Ownership. All shareholders of the corporation or association shall be
persons engaged in the practice of public accounting as defined by the
code of professional ethics. Shareholders shall at all times own their
shares in their own right and shall be the beneficial owners of the equity
capital ascribed to them.
4 . 2. Transfer of Shares. Provision shall be made requiring any share
holder who ceases to be eligible to be a shareholder to dispose of all of his
shares within a reasonable period to a person qualified to be a share
holder or to the corporation or association.
5. 3. Directors and Officers. The principal executive officer shall be a
shareholder and a director, and to the extent possible, all other direc
tors and officers shall be certified public accountants. Lay directors and
officers shall not exercise any authority whatsoever over professional
matters.
6. 4. Conduct. The right to practice as a corporation or association shall
not change the obligation of its shareholders, directors, officers, and
other employees to comply with the standards of professional conduct
established by the American Institute of Certified Public Accountants.
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The chief executives
of the eight largest
)ub!ic accounting firms
take pleasure in sending you
their position
on education for
the accounting profession,
Because of the importance of the issues discussed in
this paper, we are distributing copies to a number of
parties concerned with education for accounting.
Within academia, we will be forwarding this paper to
college and university presidents, deans of business
schools, chairmen of accounting departments and
accounting faculty. Copies also will be sent to state
boards of accountancy, state societies of CPAs and
officers of the American Accounting Association,
American Institute of Certified Public Accountants,
American Assembly of Collegiate Schools of Business,
National Association of State Boards of Accountancy,
Financial Executives Institute and National Association
of Accountants. All United States senators and
representatives will receive copies, as will officials of
interested government agencies.
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